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PART
Itzm 1. Description of Business.

This annual report contains forward-looking statements as that term is defined in the Private Securities Litigation Reform Act of 1995,
These statements relate to future events or our future financial performance. In some cases, you can identify forward-looking
statements by terminology such as “may™, “should”, “expects”™, “plans”, “anticipates”, “believes”, “estimates”, “predicts”, “pofential”
or “continue” or the negative of these terms or other comparable-termindlogy. These statements are only predictions and involve
known and unknown risks, uncertainties and other factors, including the tisks in the section entitled “Risk Factors™, that may cause
our company’s or our industry’s actual results, levels of activity, performance or achievements to be materially different from any
future results, levels of activity, performance or achicvements expressed or implied by these forward-looking statements.

Although we believe thal the expectations reflected in the forward-locking statements are reasonable, we cannot guarantee future
results, levels of activity, performance or achievements. Except as required by applicable law, including the securities laws of the
United States, we do not intend to update any of the forward-looking statements to conform these statements to actual results.

Our financial statements are stated in United States Dollars (US3) and are prepared in accordance with United States Generally
Accepted Accounting Principles.

In this annual report, unless otherwise specified, all dollar amounts are expressed in United States dollars and all references to
“common shares” refer to thec common shares in our eapital stock.

As used in this annual report, the terms “we”, “us”, “owr”, and “Pluristem” mean Pluristem Life Systems, Ine. and our wholly owned
subsidiary, unless otherwise indicated. :

Corporate History

We are engaged in the business of the development of the Mesenchymal and stem cell production technology and the
commercialization of cell therapy products. We were incorporated in the State of Nevada under the name “A 1. Software, Inc.” on
May 11, 2001. Beginning in July 2001, we were engaged in software development. Our initial business plan at the time of our
incorporation was premised on the use of artificial intelligence in computer programming technology and in many areas of the
computer, Internet, robotics, and games industries. On July 1, 200! we entered into a software development agreement with Empire
Group, a software development finn, to develop for us the software algorithm program for artificial intelligence software called
“Randomix.” We were not successful in fully implementing our initial business plan in regards to our Randomix software. As a result,
during March and April of 2003, our Board of Directors conducted an in-depth analysis of our business plan and retated future
prospects for software deve'IOpment companies. To better protect stockholder interests, it was decided to concurrently pursue
initiatives in the biotech industry as an extenston to our business.

On May 5, 2003, we entered into a license agreement with the Weizmann Institute of Science and the Technion-Israel Institute of
Technology to acquire an exclusive license for an innovative stem cell production technelogy. This preduction technology ts a three
dimensional (3D) cellular expanston technology, which is now termed PluriX™. This technology, if fully developed, may offer novel
solutions to make procedures such as bone marrow transplants and other methods of cell therapy more accessible to patients suffering
from leukemia, lymphoma, myeloma and a broad range of complicated diseases and disorders. Under the license agreement we paid
$400,000 cash over time. We were also obligated to pay royalties on our future sales and product or rights distribution transactions.
Also, the Weizmann I[nstitute had an option to assign all of their patent rights covered by the license agreement to our Company in
exchange for an aggregate of 5% of all of the issued and outstanding share capital of our company. This option was only exercisable
within a 60-day penod commencing from the date when we notified the Weizmann Institute that the market value of our company had
exceeded $25,000,000. On February 26, 2007 and on March 26, 2007 we notified the Weizmann Institute that the market value of our
company had exceeded 325,000,000,

The option held by the Weizmann Institute was not exercised but on May 22, 2007, we concluded assignment agreements with the
owners of the stem cell production technology and all of the parties involved in the license agreement with the Weizmann Institute.
The assignment agreements completed the transfer to us from the Assignors of all intellectual property that began pursuant to the
Exclusive, World Wide Patent and Technology License and Assignment Agrecment of May, 2003.

The assignment agreements are dated effective as of May 15, 2007. The partics who assigned the rights to the technology to our
company in the assignment agrecments are the Technion Research and Development Foundation Lid., Shai Meretzki, Dr. Shoshana
Merchav and Yeda Research and Development Ltd. (the “Assignors™). The Assignors assipned to our company the right to certain
patent applications, patent license rights, patentable inventions, counterparts, re-issuances, re-examinations, conlinuations,
continuations-in-art, divistons, extensions, whether or not filed, developed, derived or reduced to practice and any foreign counterparts
thereof. We paid $1,962,500 to the Assignors as follows:




Technion Research and Development Foundation Litd. $ 735937
Yeda Research and Development Lid, 3 490,625
Dr. Sheshana Merchav $ 367969
Shai Meretzki - - 3 367,969

Our License Agreement with the Weizmann Institte is now ten-nmated and we are released from any obligation to pay to thel

Assignors any future royalties.

To enable us to conduct further research and development of the stem cell production technology we acquired from the‘Weizmann
Institute of Science and the Technion-Israel Institute of Technology, on June 10, 2003, 100% of the issued and outstanding shares of a
research and development company based in Isracl called Pluristem, Ltd. Pluristem, Ltd. was incorporated under the law of Israel on
January 22, 2003 and has the factlities and personnel to conduct research and development in the field of stern cell research, As
consideration for the shares of Pluristem, Ltd., we paid to the shareholder of Pluristem, Lid. cash in the amount of $1,000 and
provided Pluristem, Ltd. with a line of credit in the amount of $500,000. Accordingly, Pluristem, Ltd. became our wholly owned
subsidiary as of June 10, 2003.

On June 25, 2003, we changed our name from “A.l. Software, Inc.” to “Plurister Life Systems, Inc.” The name change was effected
with the Nevada Secretary of State on June 25, 2003 and took effect with the OTCBB at the opening of trading on June 30, 2003
under our new stock symbol “PLRS”. From May 2003 until March 2006, our business has focussed on the development of the stem
cell production technology. Oniginally, our plan was to develop that technology to the point where we could sub-license it to medical
scientists and practitioners for their use in producing cell therapy products for their own use for sale in the marketplace. On March 6,
2006, we announced that our company was taking a new direction. Now, instead of looking to sub-lease the stem cell production
technology, we will focus on developing the technotogy with the goal of producing cell therapy products for sale in the marketpliace.

On Juty 5, 2006 and October 16, 2006, we announced that our subsidiary, Pluristem Ltd., achieved a breakthrough in our Preclinical
Study of Bone Mamow Transplants: engrafied cells increased 3 to 5 times using Pluristem Ltd.’s innovative adjuvant cell therapy
product known as PLX-1. PLX-I, by adding mesenchyma) stromal cells during bone marrow transplant procedures that use umbilical
cord blocd samples, is mtended to offer a breakthrough solution to improved engraﬂment of blood-producing hematopoeitic stem
cells.

On February 21, 2007, we entered into a Binding Letter of Intent with Stem Cell Innovation INC (*“Stem Cell”} according to which,
Stemn Cell would license from.our subsidiary certain marketing rights of the PLX I product in Asia, excluding Japan and 3-D stem cell
expansion capability in exchange for an upfront license fee of 23,000,000 shares and some milestone payments, royalties and other
payments. [n addition, we would issue to Stem Cell 66,000,000 shares of common stock and a five-year non-callable warrant to buy
66,000,000 shares at an exercise price of $0.03 per share. In exchange, Stem Cell would issue to us 27,000,000 shares. The Letter of

- . Intent expired on April 10, 2007. Currently we are in negotiation with Stem Cell for the closing of the share swap and license

agreemert.
On May 7, 2007, our shares began trading on Europe’s Frankfurt Stock Exchange, under the symbol PIT,

Qur Current Business

We are dedicated te lhe commercialization of cell therapy (technology that replaces or help to replace (regenerate) diseased or *

dysfunctional celts with healthy, functioning ones) to treal severe blood, cardiovascular, autoimmune, and other disorders. We use
stem cells for its cell therapy products, as these stem celis have the potential to treat a range of complicated diseases, such as leukemia,
lymphoma, myeloma, and other diseases. Stem cells are unspecialized cells that can renew themselves for long perieds through cell
division and have the ability to differentiate into specialized cells (c.g. nerve cells, blood cells, lung cells, etc.). Our first product,
PLX-1, seeks to address the global shortage of matched tissue for bone marrow transplant (BMT) patients, with the intent of
eliminating the currently deficient BMT search-and-match process. Unlike BMTs, where a perfect tissue match between donor and
patient is required to perform a transplant, we employ umbilical cord blood (UCB) as a source of hematopoietic stem cells that are
needed for the transplant. Because these cetls are younger and less likely to be rejected by the immune system, they can be used
successfully even when there is only a half-match. This means that ~95% of patients seeking stem cell transplants may find a
compatible donor versus traditional methods, where only approximately 30% of patients find a match. The key to using UCB lies in
finding ways to enlarge the quantity of hematopoietic stem celts to improve engraftment.




Our technology is intended to improve the engrafiment process of the hematopoetic stem cells found in UCB. Engraftment is the
process by which newly transplanted stem cells begin to produce normal quantities of mature cells in the body. This is accomplished
by using our most advanced cell therapy product, PLX-1. PLX-! is based on expanding mesenchymal siem cells from a placenta
obtained after birth (known as Placenta expanded or PLX cells) and cultivating these cells with the Company's proprietary PluriX™
Bioreactor System. By co-transplanting both mesenchymal stem cells and hematopoietic stem cells, Pluristem aims fo improve the
engraftment rate of the hematopoietic stem cells. This System mimics-the natural environment of human bone marrow and permnits
stem cells to expand (grow and replicatc) outside of the body devoid of differentiation—a difficulty encountered by current stem cell-
expansion technologies. A mesenchymal stem cell is a type of adult sténr cell found in both the bone marrow and placenta that can
differentiate into a variety of non-hematopoietic cells, such as bone, cartilage, muscle, and neural cells. A hematopoietic stem cell can
be isolated from peripheral blood, UCB, or bone marrow, can self-renew, differéntiate into a variety of specialized blood-producing
cells (e. g red blood cells, white blood cells, or platelets), move out of the bone mamrow into circulating blood, and undetgo apoptosis
{programmed cell deathy—a process by which cells that are detrimental or unneeded self-destruct. The Company’s potential
‘therapeutic products are intended to be used as an alternative or improvement to the cells currently harvested and used in BMTs.
Scientists have found that taking hematopoietic stem cells from tissues at earlier development stages (such as UCB) have a greater
ability to self-replicate and are less likely to be rejected by the immune system—possibly making them more useful for therapeutic
transplantation. Furthermore, to our knowledge, there is no such technology that can increase the number of mesenchymal stem cells
taken from a placenta without causing differentiation.

Stem Cells

Unspecialized cells that can tenew themselves for long periods through cell division and have the ability to differentiate into
specialized cells are called stem cells. Stem cells are separated from other cells within the body by three general properties: (1) they
are capable of self-division and self-renewal over long time periods; (2) they are unspecialized; and (3) they can give rise to
specialized cells. Stem cells offer the possibility of renewable sources of replacement cells and new tissues to treat many kinds of
diseases, conditions, and disabilities. All stem cells originate from three places: (1) certain adult tissues (adult); (2) UCB (umbilical),
and (3) the human embryo (embryonic). Stem cells obtained from a person after birth are adult stem cells and are found within various
tissues that make up the body. These stem cells act as a repair and maintenance systems, dividing regularly to provide the body with
specialized cells to take the place of those that perish. Plunstcm s technology employs only adult mesenchymal stem cells from the
placenta.

Bone Marrow Transplants (BMTs)

Each year, hundreds of thousands of patients are diagnosed with diseases that can be treated by a hematopoietic or blood stem cell
transplant, such as a BMT procedure. This procedure replaces diseased or treatment-damaged bone marrow with healthy marrow. The
hematopoietic stem cells used come from one of three types of bone marrow donation: (1) from a human leukocyte antigen (HLA)
tissue type matched relative or unrelated donor (an allogeneic transplant), (2) from patients who have previously donated their own
marrow (autologous transplant), or (3) from a patient’s genetically identical twin (syngeneic transplant). Approximately 150,000
people require a BMT annually, while only 45,000 to 60,000 receive them. Of these, an estimated 100,000 patients each year face
difficulties obtaining a BMT due 10 either a lack of a suitable donor or failed transplants due to complications, such as Graft-versus-
Host disease (GVHD), a potentially fatal condition in which donor cells can attack the recipient’s tissues.

Umbilical Cord Blood (UCB) Transplants

UCB is retrieved from the umbsilical cord and placenta after the birth of a baby. While normally the cord and placenta are discarded
after birth, the cord blood can be saved, frozen, and stored. UCB contains hematopoietic siem cells, which are a component of bone
mamrow and are capable of maturing into red blood cells, white blood cells, or platelets. Therefore, when transplanted into a cancer
patient whose own bone marrow has been depleted after chemotherapy or radiation treatments, these UCB stem cells can provide the
basis for a new, healthy, blood-forming immume system. '

The use of UCB as a source of cells may make hematopoietic stem cell transplants more readily available in the general population,
Unlike the stem cells found in bone marrow, UCB immune cells are younger, more tolerant, and less likely to be rejected by the
immune system. This could be due to the muted immune system of certain cells contained in UCB, as these cells are not yet educated
to attack the recipient. Unfortunately, UCB is currently incapable of solving the unmet demand for implantable hematopoietic stem
cells, as UCB alone yields a low volume of hematopoietic stem cells. UCB is also associaled with a delayed time to engraftment,
possibly leading to complications from the procedure. Our technology, outlined below, is targeted to address both of these current
UCB technology deficiencies.

Our Technology and Products

We are developing a platform designed to improve upon the current cell therapy technology as well as to create a more functional
stem cell production system thal can treat severe blood, cardiovascular, autoimmune, and other disorders.




QOur PluriX™ Biareactor System

The foundation for the Company’s technology is its PluriX™ Bioreactor System, designed to be a system of stromal cell cultures and
substrates that creates an artificial physiological environment where mesenchymal stem cells can grow and reproduce cutside of the
human body without any use of exogenous biologics or pharmacologicals, eliminating the risk of genetic instability. Unlike

‘conventional two dimensional (2D) culturing methods, our PluriX™ Bioreactor creates a three-dimensional (3D) microenvironment

that clasely resembles the structure and function of the body’s bone marfow envircnment. By mimicking the natural environment that

exists within buman bones, the System “tricks” stem cells into growing and reproducing in the same way they wouid in living organs. .

Because the size and scale of the PluriX™ Bioreactor is larger than that of human bone mamow, stem cell growth can be greatly
expanded. We believe that the PluriX™ Bioreactor System, once fully developed, may enable the expansion of certzin stem cells, sucti
as UCB hematopoietic stem cells, for which there may otherwise be insufficient quantities available for transplants in aduilts. As such,
we hope to combal current stem cell shortages and improve access to transplants.

PLX-T .

PLX-is bcmg developed as an allogensic therapeutic product to supplement the UCB hematopoietic stem cells with su;:iportive cells
(mesenchymal stem cells), with the goal of improving the effectiveness of engraftments and shortening patient recovery times. We
retrieve mesenchymal stem cells from the placenta (obtained after birth) and place these cells in its PluriX™ Bioreactor System. The
PluriX™ Bioreactor expands these cells over several weeks. After expansion, the mesenchymal stem cells are separated from the 3D

~culture used in the PluriX™ Bioreactor. These separated cells are known as PLX-I. Following production, PLX-I is stored “ready to
use™ and shipped to hospitals or clinics for use as an adjuvant therapy in a UCB transplant. Once -matched cord blood is found (which
" is believed to be available in ~95% of patients), PLX-I is ready for use immediately upon amrival at the hospital, where it is injected

into the patient a few hours prior to the UCB injection to improve the engraftment process. Additionally, multiple PLX-I injections
may be able 10 “boost” engrafunent of the hematopoietic stem cells found in UCB.

Recenuy published animal study results show that sufficient engraftment is possible with the limited number of hcmampoxetlc stem
cells available in a single UCB source.

We have performed preclinical trials on non-obese, diabetic, severe combined immunodeficient mice (NOD SCID mice). Preclinical
results to date document that adding PLX-I to UUCB stem cells during the engraftment of BMT human cells in NOD SCID mice
showed up to a 500% increase in engrafiment afier irradiation and chemotherapy treatment.

Markets for Qur Product and Services

We plan to produce and sell stem cell products for use in bone marrow transplants. There are presently between 40,000 to 50,000 bone
marrow transplants performed annually worldwide. Approximately 18,000 of these bone marrow transplants are performed in the
United States and appreximately 25,000 are performed in Europe. We have nol taken steps to determine the number of bone marrow
transplants performed elsewhere. Of the 40,000 to 50,000 bone marrow transplants performed, only 5,000 are performed on babies

» and children. Furthermore, most of these 40,000 to 50,000 bone marrow transplants are allogeneic transplants, requining patients to

locate donors with compatible hematopoictic stem cells. Based on the fact that ondy one in three patients actually finds a compatible
donor, if we succeed in developing stem cells that will be compatible with more patients, as we are trying to do, we estimate that the
number of potential bone marfow transplants in the United States and Europe would likely exceed 150,000 annually. Based on these
statistics, we believe that the exasting methods of transplanting human bone marrow have not been perfected and are far from reaching
an ideal level of success.

Presently, standard bone marrow transplant procedure costs approximately $100,000 per patient. 150,000 potential patients times
$100,000 per patient represent $15 billion. This translates into approximately $15 billion annually that patients and their medical
insurers around the world may be spending. If we are successful in developing our technology and products so that donor searches and
repeat procedures are reduced, the annual expenditures for bone marrow transplant procedures may decrease.

Intellectual Property
Our success will depend in part on our ability, and the ability of our patent protection for our technology and producits.

Our patented technology, entitled “Method and Apparats for Maintenance and Production of Hematopoietic Stem Cells and/or
Progenitor Cells”, is patented tn Australia, Russia, New Zealand and South Africa and we have patents pending on it in the U5,
Canada, Japan, Mexico and elsewhere. The table below shows details of the patents and patent applications for the “Method and
Apparatus for Maintenance and Production of Hematopoietic Stem Cells andfor Progenitor Cells™:




Table: Method and Apparatus for Maintenance and Production of Hematopoietic Stem Cells and/or Progenitor Cells

’ Filing Date Issue Dhate
Country Earliest Priority Application No. Patent No. Status

USA 4-2-1999 11-4-2005 Pending
Cip 60/118,789 11/102,625 -
Japan 4-2-1999 422000 7 Pending
NP 60/118,789 2000-597409
Canada 4-2-1999 4-2-2000 . Pending
NP 60/118,789 2,360,664 i
Mexico 4-2-1999 4-2-2000 Pending
NP . 60/118,789 PA/af2001/007820
Australia 4-2-1999 4-2-2000 31-7-2003 Granted
NP ' 60/118,789 | 34807/00 759719 .
South Africa 4-2-1999 4-2-2000 30-10-2002 Granted
NP 60/118,789 2001/6483 2001/6483 o
Europe ) 4-2-1999 422000 : Pending
NP 60/118,789 00913340.6
Isracl ' 4-2-1999 4-2-2000 Pending
NP 60/118,789 144629
China 4-2-1999 " 4-2-2000 Pending
NP 60/118,789 00806007.X : . : o
Russian Federation 4-2-1999 4-2-2000 27-3-2005 - Granted T
NP 60/118,789 2001124399 2249039
Brazil 4-2-1999 4-2-2000 Pending

-} NP 60/118,789 P10009403-0
New Zealand 4-2-1999 " 4-2-2000 7-7-2003 Granted
NP 60/118,789 513303 513303
India y 4-2-199% 4-2-2000 Perding
NP | 60/118,789 2001/01131
Hong Kong 4-2-1999 1 24-10-2002 Perding
NP 60/118,789 021077282
USA 4-2-1999 not filed Not. Filed
DIV 60/118,789
UsA 4-2-1999 11-4-2005 Pending
CIP 60/118,789 11/102,654
USA 4-2-1999 11-4-2005 Pending
CIP 60/118,789 11/102,623
Usa 4-2-1999 11-4-2005 Pending
CIP 60/118,789 11/102,635

The table below provides details relating to patent for our technology entitled “Method Of Producing Undifferentiated Hemopoietic
Stem Cells Using A Stattonary Phase Plug-Flow Bioreactor.™ This technology describes our concept of creating a three-dimenstonal
bone-like environment that supports stem cell production without differentiation.

Table: Method Of Producing Undifferentiated Hemopoietic Stem Cells Using A Stationary Phase Plug-Flow Bioreactor

Filing Date Issue Date
Country Earliest Priority Application No. Patent No. Status
USA 4-2-1999 4-2.2000 28-6-2005 Granted
NP 60/118,789 09/890,401 6,911,201

We have also filed patent applications for our technology. entitled *Three Dimensional Scaffolds For Ex-Vivo Expansion Of Stem
Cells And Their Transplantion.” The table below provides some details related to the filings of those patent applications:




Table: Three Dimenstonal Scaffolds For Ex-Vivo Expansion Of Stem Cells And Their Transplantation

. Filing Date

Couniry Application Na. Status
USA 9-6-2005 Re-Filed
PRO 60/688,690 Tl -
USA 12-6-2006 Re-Filed .
PRO 60/812,597
USA 13-6-2007 Fited
PRO 60/929,097

The validity and breadth of claims in medical technology and products patents involve complex legal and factual questions and,
therefore, may be highly uncertain. No assurance can be given that any patents based on pending patent applications or any future
patent applications by us, will be issued, that the scope of any patent protection wilt exclude competitors or provide competitive
advantages to us, that any of the patents that have been or may be issued to us will be held valid if subsequently challenged or that
others will not claim rights in or ownership of our patents and our other-proprietary rights. Furthermore, there can be no assurance that
others have not developed or will not develop similar products, duplicate any of cur technology or products or design around any
patents that have been or may be issued to us or any future licensors. Since patent applications in the United States are maintained in
secrecy until patents are issued, we also can not be certain that others did not first file applications for inventions covered by our,
pending patent applications, nor can we be certain that we will not infringe any patents that may be issued to others on such
applications.

We rely on the patent rights related to o.ur core technology, the PluriX™ Bioreactor system. On May 22, 2007, we completed
assignment agreements dated May 15, 2007 with each of Technion Research and Development Foundation Ltd,, S$hai Meretzki, Dr.

Shoshana Merchav and Yeda Research and Development Ltd. (the “Assignors™), whereby the Assignors assigned to our company the:

right to certain patent applications, patent license rights, patentable inventions, counterparts, re-isswances, re-examinations,
continuations, continualions-in-art, divisions, extensions, whether or not filed, developed, derived or reduced to practice and any
foreign counterparts thereof. The assignment completes the transfer of all inteliectual property acquired from the Assignors in the
Exclusive, World Wide Patent and Technology License and Assignment Agreement of May 2003.

We also rely on trade secrets and unpatentable know-how that we seck to protect, in part, by confidentiality agreements. It has not
been, but is now our intended policy to require our employees, consultants, contractors, manufacturers, outside scientific collaborators
and sponsored researchers, board of directors, technical review board and other advisors to execute confidentiality agreements upon
the commencement of employment or consulting relationships with us. These agreements will provide that all confidential information
developed or made known to the individual during the course of the individual’s relationship with us is to be kept confidential and not
. disclosed to third parties except in specific limited circumstances. We also will commence to require signed confidentiality or material
transfer agreements from any company that is to receive our confidential information In the case of employees, consultants and
contractors, the agreements will generally provide that all inventions conceived by the individual while rendering services to us shall
be assigned to us as the exclusive property of Pluristem, Ltd. There can be no assurance, however, that all persons who we desire to
sign such agreements will sign, or if they do, that these agreements will not be breached, that we would have adequate remedies for
any breach, or that our trade secrets or unpatentable know-how will not otherwise become known or be independently developed by
competitors. ’

Qur success will also depend in part on our ability to develop ocur technology and commercialize cell therapy products without
infringing the proprietary rights of others. We have not conducted freedom of use patent searches and no assurance can be given that
patents do not exist or could not be filed which would have an adverse affect on our ability to develop our technology or maintain our
competitive position with respect to our potential cell therapy products. If our technology components, devices, designs, products,
processes or other subject matter are’claimed under other existing United States or foreign patents or are otherwise protected by third
party proprietary rights, we may be subject 1o infringement actions. In such event, we may challenge the validity of such patents or
other proprietary rights or we may be required to obtain licenses from such companies in order to develop, manufacture or market our
technology or products. There can be no assurances that we would be able to obtain such licenses or that such licenses, if available,
could be obtained on commercially reasonable terms. Furthermore, the failure to ecither develop a commercially viable altemative or
obtain such licenses could result in delays in marketing our proposed products or the inability to proceed with the development,
manufacture or sale of products requiring such licenses, which could have a material adverse affect on our business, financial
condition and tesults of operations. If we are required to defend ourselves agaimst charges of patent infringement or to protect our
proprietary rights against third parties, substantial costs will be incurred regardless of whether we are successful. Such proceedings are
typically protracted with no certainty of success. An adverse outcome could subject us to significant liabilities to third parties and
force us to curtail or cease our development of our technology and the commercialization our potential cell therapy products.

Pluristem Life Systems Inc. filed one provisional patent with the US Patent and Trademark Office for a new procedure for expanding
hematopoeitic stem cells and early progenitor cells from cord blood from non selected mono-nuclear cells of the cord blood.
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The methodologies used in current hematopoeitic stem cells expansion protocols apply a selection stage before the enrichment stage
where the input cell population is defined by the expression of a cell membrane marker — CD34. This is a rare subpopulation of cells
that are selected from large and mixed populations of mono-nuclear cells.

The selection process is associated with several drawbacks. First, it causes a substantial loss of source cells. Second and most
importantly, the selected population of cells may not represent the earliest extractable population of hematopoeitic stem cells.
Pluristem's expansion protocol is intended to avercome both hurdles by using cord blood from non-selected mono-nuclear cells to fugl
the ennichment process. —_— :

This approach allows Pluristem to independently utilize two already patent protected processes: the selechon of CD34 cells and use of
proprietary manufactured cytokines. :

Pluristem’s advanced method for expanding larget hematopoeitic stem cells populatzon from.cord blood is a two-fold approach First,
a state-of-the-art patented bioreactor mimicking the natural bone marrow environment is used. Second, mono-nuclear cells rather than
CD34 selected cells are tarpeted as the starting source of hematopoeitic stem cells. The efficacy of the expansion process that utilizes
non-sclected mono-nuclear cells of the cord blood is superior to what is currently being achieved by using CD34 selected cells as the
starting population of cells.

In May 2006, our subsidiary, Pluristem Ltd., filed an application for a provisional patent with the US Patent and Trademark Office for
its stem cell therapy product known as PLX-I. PLX-I is intended to offer a breakthrough solution to improved engraftment during
bone marrow transplant procedures that use umbilical cord blood. On March 23, 2007 Pluristem Lid,, f" led an apphcahon for PCT for
the same patent.

PLX-I, which consists of propagated mesenchymal stem cells that can be co-transplanted aléng with the hemato;;lc')'ietic stem cells, is
expected to significantly improve the engraftment rate of the hematopoietic stem cells. Initial findings suggest that the transplantation
of PLX [ locally into the injured area or into patients’ vanes may help to achieve better recavery of other disorders like Limb ischemia
or Parkmsom

The role of PLX-I is to improve the homing of hematopoietic stem cells and their lodgment into the patient hematopoietic niche using
mesenchymal ¢ells. This new technology is based on Pluristem’s ex vivo expanded mesenchymal cells that are expanded within the
proprietary PluriXTM high-density 3-D cultures system.

The mesenchymal cells are expanded to achieve the quality and amount required for improving hematopoietic stem cells and
progenitor cell repopulation, and to enhance bone marrow engrafunent following stem cell ransplantation.

Research and Development
Foundational Research

For the last five years, the founder and Chief Technology Officer of our now wholly owned subsidiary, Pluristem, Ltd., Dr. Shai
Meretzki, has made the initial strides in the development of our core technology, the PluriX™ Bioreactor system.” Research was
performed by Dr. Meretzki and his team im the laboratory of Dr. Shosh Merchav at the Technion - Israel Institute of Technology’s
Rappaport Faculty of Medicine. Dr. Meretzki also worked in close collaboration with Professor Dav Zipori and Dr. Avinoam Kadouri,
both from the Weizmann Institute of Science. Professor Zipori specializes in cultures and stromal cells and Dr. Kadouri specializes in
the planning and creation of bioreactors, Special carriers were used in our research and development process. In addition, this
foundational research was conducted in joint cooperation with the laboratory of SCID-NOD mice at the Weizmann Institute of
Science and with Plumacher Laboratories in Rotterdam. To this end, Plumacher Laboratories allocated a rescarch physician to the
project for over two years (see “Inteliectual Property™).

Ongoing Research and Development Plan

Based .on Pluristem’s belief that its proprictary PLX cells are unique and possess favourable immunologic characteristics, the
Company expects to investigate the use of these expanded mesenchymal stem cells in the treatment of a variety of diseases that could
target markets estimated to exceed $30 billion. These diseases include degenerative disorders such as Parkinson’s disease, diabetes,
ischemic diseases such as stroke, and a variety of malignancies. We will also continue to develop our technologies and our production
capabilities including: 3D Stroma Culture Optimization — During this stage, we are collecting stroma ceils from donor placenta tissues
and growing them within the PluriX™ 3.D culture, We intend to focus on optimizing the capacity of the PluriX™ system to support
the growth and long-term maintenance of our high-density three dimensional stromal cells cultures.

Establishment of Master bank of PLLX cells.

Regulatory Approval - We intend to prepare and file with the Food and Drug Administration and other relevant health authorities an
Investigational New Drug or an Investigational application to initiate human clinical trials designed to demonstrate the safety, efficacy
and clinical benefits of PLX I cells. We intend to carry.out all research and development activities with the advice of a Food and Drug
Administration advisor.




Employees

We presenily have 17 full time employees and 4 part-time employees in research and development and 4 full time employees apd |
part time employees in management through our wholly owned subsidiary, Pluristem, Ltd. We presently also have 1 full time
employee in the USA for our Business development activity.

Competition -

Although companies involved in stem cell research are generally highly specialized and focused on different aspects within this field,
there are several companies that Pluristem believes may be considered competitors to itself. Osiris Therapeutics, Inc. (OSIR-
NASDAQ) uses bone marrow stem cells to create allogeneic products, Gamida Cell Ltd. (a private company based in Jerusalem,
Istacl) competes with Pluristem in developing an altemative to BMT by using UCB. In the mesenchymal stem cell field, Aastrom
Biosciences, Inc. (ASTM-NASDAQ) develops cell therapy products from bone marmrow stem cells; and CellGenix Technologie
Transfer GmbH and Stem Cell Technologies, Inc. develop products and media to support cell therapy by utilizing cells from UCB,
bone marrow, and penipheral blood. Descriptions of these companies and their respective technology (ies) are provided below.

s Osiris Therapeutics, Inc. Osinis Therapeutics, Inc. has been working since 1992 to develop and commercialize cellular
therapies based on stem cells isolated from readily available adult bone marrow. These stem cells could provide
treatments for many disease conditions, as Osiris has developed a manufacturing process for the expansion of human
mesenchymal stem cells. Upon amrival at Osiris, the mesenchymal stem cells are isolated and selectively removed from

. the bone marrow aspirate. These cells are then expanded approximately a hundredfold over the course of a month. Once
expanded, the cells are harvested, packaged, and cryopreserved as an in-process intermediate, where a second series of
tests ensure the highest level of quality and safety. Each packaged intermediate undergoes an additional round of a
hundredfold expansion to produce the final product. Sterility and quality testing complete the process. Osiris has worked
with qualified vendors to develop a supply chain with established material specifications that supports the manufacturing
process. All manufacturing activities are performed in compliance with the FDA's Good Manufacturing Practices (GMP)
standards. Osiris is focused on creating allogeneic products and is the company with the most comparable technology to
Pluristem. The company has had success in a Phase 11 trial, proving the efficacy of its product to wreat GVHD. Osinis has
additional programs underway to treat immune diseases (such as Crolin's disease) and cardiovascular diseases. The
company differs from Pluristem in that Osiris purifics stem cells from bone marrow, whereas Fluristem utilizes cells
from the placenta.

e  Aastrom Biosciences, Inc, Aastrom Biosciences is developing products for the repair or regeneration of multiple human
tissues based on its proprietary Tissue Repair Cell (TRC) adult stem cell technology. Aastrom’s TRC products contain
farge numbers of bone marrow stem and progenitor cells thai are expanded from cells originating from the patient with
the company’s proprietary Aastrom Replicell® manufactuning system. Aastrem has two product candidates in Phase I/11
clinical trals for bone degeneration and limb ischemia. The Company is also developing programs for TRC based
therapies to address cardiac and neural regeneration indications. In February 2007, Aastrom announced that its TRCs
received an Orphan Drug designation from the FDA for use in the treatment of osteonecrosis of the femoral head and the
treatment of dilated cardiomyopathy.

s CellGenix Technologie Transfer GmbH. CellGenix Technologie Transfer GmbH develops, manufactures, and markets
cell and protein therapeutics for tumor and orthopedic patients, as well as high-quality reagents for therapeutic €x vivo
cell processing. The Company’s research focuses on stem cell therapy for the regeneration of tissues and organs, tumor
immunotherapy, and drug targeting for cancer. CellGenix was founded in 1994 as a spin-off of the University Hospital
Freiburg, and is headquartered in Freiburg, Germany.

»  Gamida Cell Ltd. Gamida Cell Lid. is working on the clinical development of hematopoietic stem cell therapeutics for
the treatment of cancer, as well as future regenerative cell-based medicines for ilinesses, such as heart discase and
neurclogical disorders. The Company was founded in 1998 based on stem cell-expansion lechnology licensed from
Hadassah University Medical Center. Gamida Cell employs proprietary technologies for expansion of hematopoietic
progenitor cells, utilizing small molecules to modulate differentiation of cultured cells, The safety of the first developed
technology was demonstrated in the clinic in a Phase I/l study. Gamida Cell is developing two major product lines
stemming from different proprietary technologies for the expansion of stem/progenitor celis. Product lines include
treatments for diseases requiring hematopoietic stem cell ransplantation or that necessitate tissue regencration. Gamida
Cell’s flagship product, StemEx®, offers 2 novel solution for patients with various eritical hematological discases who
are in need of a stem cell wansplant (e.g. BMT). StemEx®, which received an FDA Orphan Drug designation in March
2005, is composed of ex vivo expanded cord blood stem/progenitor cells, which are transplanted with nonexpanded cells
from the same unit. Results of Gamida Cell’s Phase I/l study of StemEx® for the treatment of leukemia and lymphoma
demonstrated safety and a trend of efficacy.
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e Stem Cell Technologies, Inc. Stem Cell Technologies, Inc. supports stem cell and many other areas of life science
research worldwide by providing enabling research tools that are innovative, timely, and of high quality. Stem Cell
Technologies® specialized media and cell separation products are available for a wide range of research applications, and
are complemented by a diverse array of cytokines, antibodies, and tissue culture reagents, as well as services including
‘coniract assays, proficiency testing, and training.

Government Regulations and Supervision

Once fully developed we intend to markct our stem cells to research labnmlones clinics and umbilical blood banks primarily in thc
United States and in Europe. Accordingly, we believe our research and development of our technology and the' _producuqn and
marketing of our stem cells are subject to the laws and regulations of governmental authorities in the United States and all Gthér
countries where our technology will be used and our stem cells will be marketed. Specifically, in the United States, the Food and Drug
Administration, among other agencies, regulates new product approvals to establish safety and efficacy of these pnoducts
Governments in other countries have similar requirements for testing and marketing.

The Regulatory Process

In the United States and in Europe, regulatory approval of new medical devices and biological products involves a lengthy process
leading from development of a new product through pre-clinical and clinical testing. This process takes a number of years and requires
the expenditure of significant resources. There can be no assurance that our technology will ultimately receive regulatory approval

We may produce our PLX cells in a GMP-compliant production area for therapeutic applications. “GMP” is a standard set for
laboratories by the World Health Organization and other health regulatory authorities. Therefore, to a certain degree, the manner in
which the Food and Drug Administration will regulate our PLX cells is uncertain,

We understand that the Food and Drug Administration is still in the process of develc)pmg its requirements with rcspect to somatic cell
therapy and gene cell therapy products and has issued draft documents concerning the regulation of cellular and tissue-based products,

If the Food and Drug Administration adopts the regulatory approach set forth i the draft document, the Food and Drug
Administration will require regulatory approval for certain human cellular or tissue based products, including cells produced in the
PluriX™ Bioreactor system, through a biologic license application. :

Repgardless of how our technology is regulated, the Federal Food, Drug, and Cosmetic Act and other Federal statutes and regulations
govem or influence the research, testing, manufacture, safety, labelling, siorage, record-keeping, approval, distribution, use, reporting,
advertising and promotion of our future products. Non-compliance with applicable requirements can resull in civil penalties, recall,
- injunction or seizure of products, refissal of the govemment to approve or clear product approval applications or to allow us to enter
inio government supply contracts, withdrawal of previously approved applications and criminal prosecution.

Product Approval in the United States

On February 8, 2007 we were informed that the United States Food and Drug Administration's (FDDA) Center for Biological
Evaluation and Research (CBER) accepted the Company’s proposed Pre-Investigation New Drug (PrelND) for its PLX-I product in
pre-clinical studies for the treatment of hematological malignancies. We are currently in the process of completing the IND package to
be submitted to the FDA, the Acceptance of the TND document by the FDA is required before initiation of Phase I clinical trials. There
can be no assurance that our technology and potential products will ultimately receive regulatory approval from the Food and Drug
Administration. And there can be no assurance that the Food and Drug Administration will act favourably or in a timely manner in
reviewing submitted applications, and an applicant may encounter significant difficulties or costs in its efforts to obtain Food and
Drug Administration approvals, in tum, which could delay or preciude the applicant from marketing any products it may develop. The
Food and Drug Administration may also require post-markeling testing and surveillance of approved products, or place other
conditions on the approvals. These requirements could cause it lo be more difficult or expensive to sell the products, and could
therefore restrict the commercial applications of such products. Product approvals may be withdrawn if compliance with regulatory
siandafds is not maintained or if problems occur foltowing initial marketing. For patented technologies, delays imposed by the
governmental approval process may malerially reduce the penod during which an applicant will have the exclusive right to exploit
such technologies.

RISK FACTORS

Much of the information included in this current report inéludes or is based upon estimates, projections or other “forward looking
statements™. Such forward-looking statements include any projections or estimates made by us and our management in connection
with our business operations. While these forward-looking statements, and any assumptions upon which they are based, are made in
good faith and reflect our current judgment regarding the direction of our business, actual results will almost always vary, somctmles
materially, from any estimates, predictions, projections, assumptions or other future performance suggested herein.

Such estimates, projections or other “forward looking statements” involve various risks and uncertatnties as outlined below. We
caution the reader that important factors in some cases have affected and, in the future, could materially affect actual results and cause
actual results to differ materially from the results expressed in any such estimates, projections or other “forward looking statements”.
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Our common shares are considered speculative during the development of our new business operations, Prospective investors should
consider carefully the risk factors set out below.

We have not earned any revenues since our incorporation and only have a limited operating history in our current business of
developing and commercializing stem cell production technology, which raise doubt about our ability to continue as a going concern.

Our company has a limited operating history in our current business of developing and commercializing stem cell production
technology and must be considered in the development stage. We wem-uwoxporaled on May 11, 2001 with a business plan to develop
artificial intelligence software called Randomix. We were not successful in :mplementmg our ongmal business plan in regard to our
Randomix software and as a result we decided in April of 2003 to pursue initiatives in the biotechnology industry 2s an extension to
our business. In June of 2003, we acquired our wholly-owned subsidiary, Pluristem, Ltd., based in Israel to conduct further research
and development of the exclusive stem cell production technology. In May of 2007, we acquired the rights of owncrslup to our stem
cell production techniology, which we had previously used under license.

We have not gencrated any revenues since our inception and we will, in all liketihood, continue to incur operating expenses without
significant revenues until we successfully develop our stem cell production technology and commercialize our cell therapy products.
Our primary source of funds has been the sale of our common stock, We cannot assure that we will be able to generate any significant
revenues or income. These circumstances make us dependent on additional financial support until profitability is achieved. There is no
assurance that we will ever be profitable, and we had a going concern nole as described in an explanatory paragraph to our
consolidated financial statements for the year ended June 30, 2007.

Our independent registered public accounting Sfirm's report states that there is a substantial doubt that we will be able to continue as
a going concern.

Our independent registered public accounting firm, Semple, Marchat & Cooper, LLP, state in their audit report attached 1o our audited
consolidated financial statements for the fisca) years that ended January 31, 2007 and 2006 that since we are an exploration stage
company, have no established source of revenue and are dependent on our ablllIY to raise capital from sharcholders or other sources to
sustain operations, there is a substantial doubt that we will be able to continue as a going concerm.

Qur likelihood of profit depends on our ability to develop and commercialize products based on our stem cell production technology,
which is currently in the development stage._ If the Company is unable to complete the development and commercialization of our stem
cell products successfully, our likelihood of profit will be limited severely.

Pluristem is engaged in the business of developing and commercializing products based on a technology called the PluriX™
Bioreactor system. Pluristem’s PluriX™ Bioreactor system allows researchers and physicians to expand mesenchymal stem cells
outside of the human body without differentiation so they may be used in bone marrow transplants (BMTs) and other methods of cell
therapy. We have not realized a profit from our operations 1o date and there is little likelihood that it will realize any profits in the
short or medium term. Any profitability in the futwe from the Company’s business will be dependent upon successful

* _ commercialization of our potential cell therapy products, which will require significant additional R&D as well as substantial ¢linical

trials.

if we encounter problems or delays in the research and development of our PluriX™ Bioreactor system and our potential cell therapy
products, we may not be able to raise sufficient capital to finance our operation during the period required 1o resolve the problems or
delays.

QOur PluriX™ Bioreactor system and our cell therapy products are currently in the development stage and we anticipate that we will
continue (o incur operaling expenses without significant revenues until we have successfully completed all necessary research and
clinical trials. We, and any of our potential collaborators, may encounter problems and delays relating to research and development,
regulatory approval and intellectual property rights of our technology. Our research and development programs may not be successful,
and our cell culture technology may not facilitate the production of cells outside the human body with the expected result. Our
PluriX™ Bioreactor system and our potential cell therapy products may not prove to be safe and efficacious in clinical trials. If any of
these evenls occur, we may not have adequate resources to continue operations for the period required to resolve the issue delaying
commercialization and we may not be able to raise capital to finance our continued operation during the period required for resolution
of that issue. Accordingly, we may be forced to discontinue or suspend our operations.

We need to raise additional financing fo support the research and development of our Cell Therapy products and our PluriX™
Bioreactor system and our products in the future but we cannot be sure we will be able (o obtain additional financing on terms
Javourable to us when needed. If we are unable to obtain additional financing to meet our needs, our operations may be adversely
affected or terminated.
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On May 22, 2007, we announced that it has closed on a private equity investment in the Company otaling approximately $13.5

million. The investors received Pluristem-restricted Common Stock at a price of 30.0125 per share and 2 Warrant to purchase
additional shares at an exercise price of $0.025 per share. Additionally, on April 4, 2007, the Company announced that as of Friday,

March 30, 2007, it had received approximately $1 million from the exercise of approximately 15 million Warmants at an exercise price

of $0.075. This represents exercise of more than 25% of our outstanding listed Warrants as of March 30, 2007. Our ability to continue

to develop the PluriX™ Bioreactor System and commercialize our potential cell therapy products is dependent upon our ability (o

raise significant additional finaneing when needed. If the Company is upable to obtain such financing, we will not be able 1o fully

develop our technology and commercialize our cell therapy products. Ourfumne capital requirements will de; pcnd upon many factors .
including: e :

» continued scientific progress in the Company’s R&D programs;

»  costs and timing of conducting clinical trials and seeking regulatory approvals and patent prosecutions,
¢ competing technological and market developments;

¢ Our ability to establish additional collaborative relationships; and

+  the effect of commercialization activities and facility expansions if and as required.

The Company has limited financial resources and, to date, no cash flow from operations. It is dependent on our ability to sell our -
Common Stock, primarily on a private placement basis, for funds. There can be no assurance that Pluristem will be able to obtain
financing on that basis in light of the market demand for our securities, the state of financial markets generally, and other relevant
factors. Any sale of the Company’s Commeon Stock in the future will result in dilution to existing stockholders. Furthermore, there is
no assurance that Pluristem will not incur debt in the future, that it will have sufficient funds to repay our future indebtedness, or that it
will pot default on our future debts, jeopardizing our:business viability. Finally, the Company may not be able 1o borrow or raise
additional capital in the fiture to meet our needs or to otherwise provide the capital necessary o conduct the development of our
PluriX™ Bioreactor System and commercialization of our potential cell therapy products, which could result in the loss of some o all
of one’s investment it Pluristem’s Common Stock.

If we fail to obtain and maintain required regulatory approvals for our potential cell therapy producrs our ability to commercialize
our potential cell therapy producis will be limited severely.

Once our PluriX™ Bioreactor system and our potential cell therapy products are fully developed, we intend to market our potential -
cell therapy products primarily in the United States, Europe and Japan. We must obtain the approval of the Food and Drug

Administration of our technology and potential cell therapy products before commercialization of our potential cell therapy products

mey commence in {he United States and similar agencies in Europe. We may also be required 1o obisin additional approvals from

forcign regulatory authorities to commence our marketing activities in those jurisdictions. If we cannot demonstrate the safety,

reliability and efficacy of our PluriX™ Bioreactor system, or of the cells produced in the PluriX™ Bioreactor system, including long-

term sustained cell engrafiment, or if one or more patients die or suffer severe complications in future clinical trials, the Food and

Drug Administration or other regulatory autherities could delay or withhold regulatory approval of cur technolegy and our potential

products.

Furthermore, even if we oblain regulatory approval for our PlunX™ Bioreactor system and our potential cell therapy products, that
approval may be subject to limitations on the indicated uses for which they may be marketed. Even after granting regulatory approval,
the Food and Drug Administration, other regulatory agencies, and govemnments in other countries will continue to review and inspect
marketed products, manufacturers and manufacturing facilities, Later discovery of previously unknown problems with a product,.
manufacturer or facility may result in restrictions on the product or manufacturer, including a withdrawal of the product from the
markel, Further, governmental regulatory agencies may establish additional regulations, which could prevent or delay regulatory
approval of our technology and our potential cell therapy products,

Even if we obiain regulntory approvals to commercialize our cell therapy proal'ucrs. we may encounter a lack of commercial
acceptance of our cell therapy products, which would impair the profitability of our business.

Our research and development efforts are primarily directed toward obtaining regulatory approval for our PluriX™ Bioreactor system
and our potential cell therapy products. We intend that our potential products be used as an alternaiive or improvement to the cells
currently harvested and used in bone marrow transplants. Current methods of stern cell collection and use have been widely practiced
for a number of years, and our technology and products may not be accepted by the marketplace as readily as these or other competing
processes and methodologies. Additionally, our PluriX™ Bioreactor system and preducts may not be employed in all potential
applications being investigated, and any reduction in applications would limit the market acceptance of owr technology and our
potential revenues. As a result, even if we obiain all required regulatory approvals, we cannot be certain that our PlariX™ Bioreactor
system and our potential cell therapy products will be adopted at a level that would allow us to operate profitably.
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If we do not keep pace with our competitors and with technological and market changes, our technology and praducts may become
obsolete and our business may suffer.

The market for our products is very competitive, is subject to rapid technological changes and varies for different individual products.
We believe that there are potentially many competitive approaches being pursued in competition to our products, including soime by
private companies from which information is difficult to obtain.
Many of our competitors have significantly greater resources, more I)md_ugl_ candidates and have developed product candidates and
processes that directly compete with our products. Qur competitors may have-developed, or could in the future develop, new products
that compete with our products or even render our products obsolete. Our technology is designed to expand hematopoietic stem cells
outside of the human body without differentiation so they may be used in bone marrow transplants and other methods of cell therapy.
Even if we are able to demonstrate improved or equivalent results, researchers and practitioners may not use our products and we will
suffer a competitive disadvantage. Finally, to the extent that others develop new products that address the targeted application for our
products, our business will suffer.

We depend to a significant extent on certain key personnel, the loss of any of whom may materially and adversely affect our company.

Our success depends on 8 significant extent to the continued services of certain highly qualified scientific and management personnel.
We face competition for qualified personnel from: numerous industry sources, and there can be no assurance that we will be able to
attract and retain qualified personnel on acceptable terms. The loss of service of any of our key personnel could have a material
adverse effect on owr operations or financial condition. In the event of the loss of services of such personnel, no assurance can be
given that we will be able to obtain the services of adequate replacement personnel. We do not maintain key person insurance on the
lives of any of our officers or employees.

Our success depends in large part on our ability to develop and protect our PluriX™ Bioreactor system- technology and our cell
therapy products. If our patents and proprietary right agreements do not provide sufficient protection for our PluriX™ Bigreactor
system technology and aur cell therapy products, our business and competitive position will suﬁér

We must develop our technology and products in development in order to become a profitable company. The patents underlying our
technology and our products in development will expire in approximately 2020. If we do not complete the development of our
technology and products in development by then, other companies may use the technology to develop competing produects. If this
happens, we would likely lose our competitive position and our business would likely suffer,

Furthermore, the scope of our patents may not be sufficiently broad to offer meaningful protection. In addition, our patents could be
successfully challenged, invalidated or circumvented so that our patent rights would rot create an effective competitive barrier. We
also intend to seek patemt protection for any of our potential cell therapy products once we have completed their development
Significantly, we do not as yet have patents in the United States or Europe or any other major market, although patents have been
applied for.

" We also rely on trade secrets and unpatentable know-how that we seek to protect, in part; by confidentiality agreements with our

employees, consultants, suppliers and licensees. These agreements may be breached, and we mlght not have adequate remedies for
any breach. If this were to occur, our business and competitive position would suffer.

We may be subject to intellectual property litigation such as patent infringement claims, which could adversely affect our business.

Our success will also depend in part on our ability to develop our technology and commercially viable products without infringing the
proprietary rights of others. Although we have not been subject to any filed infringement claims, other patents could exist or could be
filed which would prohibit or limit our ability to develop our PluriX™ Bioreactor system and market our potential cell therapy
products in the future. In the event of an inteHectual property dispute, we may be forced to litigate. Intellectual property litigation
would divert management’s attention from’ developing our technology and marketing our potential cell therapy products and would
force us to incur substantial costs regardless of whether we are successful. An adverse outcome could subject us to significant
liabilities to third parties, and force us to curtail or cease the development and commercialization of our PluriX™ Bioreactor system.

Potential product liability claims could adversely affect our future earnings and financial condition.

We face an inherent business nisk of exposure to product liability claims in the event that the use of our products results in adverse
affects. As a result, weé may incur significant product liability exposure. We may not be able to maintain adequate levels of insurance
at reasonable cost and/or reascnable terms. Excessive insurance costs or uninsured claims would add to our future operaling expenses
and adversely affect our financial condition.

Qur principal research and development facilities are located in Israel and the unstable military and political conditions of Israel'may
cause inferruption or suspension of our business operations without warning.
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Qur principal research and development facilities are located in Istael. As a result, we are directly influenced by the political,
econemic and military conditions affecting Israel. Since the establishment of the State of [srael in 1948, a number of armed conflicts
have taken place between Israel and its Arab neighbours and, since September 2000, involving the Palestinian population, and a state
of hostility, varying in degree and intensity, has led to security and economic problems for Istacl and companies based in Istael. Acts
of random terrorism periodically occur which could affect our operations or personnel.

in addition, Istacli-based companies and companies doing business with Israel, have been the subject of an economic boycott by
members of the Arab League and certain other predominantly Muslim countries since Israel’s estabhshment. Although Israel has
entered into various agreements with certain Arab countries and the Palestinian Authority, and various declarations have been signed
in connection with efforts to resolve some of the economic and political problems in the Middle East, we cannot predict whether or in
what manner these problems will be resolved. Also, since the end of September 2000, there has been a marked increase in the level of
terrorism in Israel, which has significantly damaged both the Israeli economy and levels of foreign and local investment.

Furthermore, certain of our officers and employees may be obligated to perform annual reserve duty in the Istel Defence Forces and
are subject to being called up for active military duty at any time. Al Israeli male citizens who have served in the army are subject to
an obligation to perform reserve duty until they are between 42 and 54 years old, depending upon the nature of their military service.

We will be subject to the requirement that of Section 404 of the Sarbanes-Oxley Act in the future. If we will be unable to comply with
the requirement in a timely manner the market price of owr stock could decline.

The Sarbanes-Oxley Act requires, among other things, that we maintain effective internal controls for financial reporting and
disclosure controls and procedures. In particular, commencing in 2008, we must perform system and process evaluation and testing of
our internal controls over financial reporting to allow management and our independent registered public accounting firm to report on
the effectiveness of our internzl controls over financial reporting, as required by Section 404 of the Sarbanes-Oxley Act Our
compliance with Section 404 will require that we incur substantial expense and expend significant managemeant efforts, If we are not
able to comply with the requirements of Section 404 in a timely manner, or if we or our independent registered public accounting firm
identifies deficiencies in our intemal controls over financial reporting that are deemed to be material weaknesses, the market price of
our stock could decline and we could be subject to sanctions or investigations by the SEC or other regulatory authorities.

Because some of our gfficers and directors are located in non-U.S. jurisdictions, you may have no effective recourse against the
management for misconduct and may not be able (o enforce judgement and civil liabilities against our afficers, directors, experts and
agents. ’

Mos! of our directors and officers are nationals and/or residents of countries other than the United States, and all or a substantial
portion of their assets are located outside the United States. As a result, it may be difficult for you to enforce within the United States
any judgments obtained against our officers or directors, including judgments predicated upon the civil Liability provisions of the
securities laws of the United States or any U.S. state.

Because we do not intend to pay any dividends on our common stock, investors seeling dividend income or liguidity should not
purchase shares of cur common sfock.

We have not declared or paid any dividerxls on our commen stock since our inceplion, and we-do not anticipate paying any such
dividends for the foreseeable future. Investors seeking dividend income or liquidity should not invest in our common stock.

Our stock is considered a “penny stock" and certain securities rules may hamper the tradability of our shares in the market.

Shares of our common stock are subject to rules adopted by the Secunties and Exchange Commission that regulate broker-dealer
practices in connection with transactions in “penny stocks”. “Penny stock” is defined to be any equity security that has a market price
(as defined) less than $5.00 per share or an exercise price of less than $5.00 per share, subject to certain exceptions. Our comnion
stock are covered by the penny stock rules, which impose additional sates practice requirements on broker-dealers who sell lo persons
other than established customers and “accredited investors.” The term “accredited investor™ refers generally 1o institutions with assets
in excess of $5,000,000 or individuals with a net worth in excess of $1,000,000 or annual income exceeding $200,000 or $300,000
jointly with their spouse. The penny stock rules require a broker-dealer, prior Lo a transaction in a penny stock not otherwise exempt
from the rules, to deliver a standardized risk disclosure document in a form prepared by the SEC, which provides information about
penny stocks and the nature and level of risks in the penny stock market. The broker-dealer also must provide the customer with
current bid and offer quotations for the penny stock, the compensation of the broker-dealer and its salesperson in the transaction and
monthly account siatements showing the market valoe of each penny stock held in the customer's account. The bid and offer
quotations, and the broker-dealer and salesperson compensation information, must be given to the customer orally or in writing prior
to effecting the transaction and must be given to the customer in writing before or with the customer’s confirmation. In addition, the
penny stock rules require that prior to a transaction in a penny stock not otherwise exempt from these rules, the broker-dealer must
make a special written determination that the penny stock is a suitable investment for the purchaser and receive the purchaser’s written
agreement o the transaction. These disclosure requirements may have the effect of reducing the level of irading aclivity in the
secondary markel for the stock that is subject to these penny stock rules. Consequently, these penny stock rules may affect the ability
of broker-dealers to trade our securities.
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Item 2. f)escription of Property

Our principal offices are located at MATAM Advanced Technology Park, Building No. 20, Haifa, Israel 31905. Qur telephone
number is 011-972-4-850-1080. We lease our office space from MATAM Advanced Technology Park on a month-to-month basis and
our monthly rental is approximately $7,500. For the fiscal year ending June 30, 2007 we paid 89,883 for rent. In addition, on March
29, 2007 we announces that as part of our upgrade the existing manufacturing facility to Support GMP production Capacity for PLX —
I, we have enlarge the rented area by additional 6,900 square foot will double in size the Company’s facilities.

Item 3. Legal Proceedings. T

We know of no material, existing or pending legal proceedings against our company; nor are we involved s a plaintiff in any matenal
proceeding or pending lltlgatmn There are no proceedings in which any of our directors, officers or afliliates, or-any registered or
beneficial stockholder, is an adverse party or has a material interest adverse to our interest.

Item 4. Submissions of Matters to a Vate of Security Holders.

There were no matiers submitted to a vote of our security holders either through solicitation of proxies or otherwise in the founh
quarter of the ﬁscal ycar ended June 30, 2007.

PARTII
Item 5. Market for Common Equity and Related Stockholder Matters.

On December 19, 2002, our common stock received approval for quotation on the National Association of Securities Dealers Inc.’s
Over-the-Counter Bulletin Board under the name “A.l. Software, Inc.” and under the symbol “AISF”. On April 8, 2003, we effected a
fourteen (14) for one (1) forward stock split. Accordingly, our symbol was changed to “ASOW™. On June 30, 2003, we cffected a
name change to “Pluristem Life Systems, Inc.” and our symbof was changed to “PLRS”. The following table reflects the high and low

" bid information for our common stock obtained from Yahoo! Finance and reflects inter-desler prices, without retail mark-up,
markdown or commission, and may not necessarily represent actual transactions.

The high and low bid prices of our common stock for the periods indicated below are as follows:

National Association of Securities Dezalers OTC Bulletin Board
Quarter Ended™ High™ Low®
June 30, 2007 3 0.5 $ 009
March 31, 2007 $0.14 3 002
December 31, 2006 $ 003 $ 001
September 30, 2006 $ 005 3 002
June 30, 2006 $ 007 $ 004
March 31, 2006 S Qll $ 007
December 31, 2005 $0.20 $ 008
September 30, 2005 $ 025 3 011

On August 28, 2007, the closing price for the common stock as reported by the quotation service operated by the OTC Bulletin Board
was $0.04

As of August 28, 2007, there werel21- holders of record of our commeon stock. As of such date, 1,156,195,593 common shares were
issued and outstanding.

Our comimon shares are issued in registered form. The American Stock Transfer and Trust Company is the registrar and transfer agent
for our common shares. Their address is 59 Maiden Lane, New York, NY, U.S.A. 10038, telephone: (212) 936-5100, (1-800) 903-
3727.

Dividend Policy

We have not paid any cash dividends on our common stock and have no present intention of paying any dividends on the shares of our
common stock. Our current policy is to retain eamnings, if any, for use in our operations and in the development of our business. Our
future dividend policy will be determined from time to time by our board of directors.

-Recent Sales of Unregistered Securities

All information relatiﬁg to sales of unregistered securities in the fiscal year ended June 30, 2007 have been included in current reports
on Form 8-K and quarterly reports on Form 10-QSB previously filed with the Securities and Exchange Commission,
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Equity Compensation Plan Information

On November 25, 2003, our board of directors adopted our 2003 Stock Option Plan. Under the 2003 Stock Option Plan, options may
be granted 10 our officers, directors, employees and consultants or the officers, directors, employees and consultants of our subsidiary.
Pursuant to the Plan, we reserved for issuance 4,100,000 shares of our common stock. As of June 30, 2007, there were 1,093 25]
shares of our common stock still available for future grant under the plan.

On November 21, 2005, our board of directors adopted our 2005 Stock Option Plan. Under the 2005 Stock Option Plan, options may
be granted to our officers, directors, employees and consultants or the officers, directors, employees and consuliants of our subsidiary.
Pursuant to the Plan, we reserved for issuance 15,000,000 shares of our common stock. On January 24, 2007 our Board of Directors
amended the 2005 Stock Option Plan whereby we reserved for issuance 280,000,000 shares of our common stock. As of June 30,
2007, there were 7,590,000 shares of our common stock still available for future grant under the plan.

The following table summartzes certain information regarding our equity compensation plan:

Number of securities
Number of securities to be Weighted-average exercise remaining available
issued upon exercise of price of outstanding for future issuance
quistanding oplions, warrants options, warrants and under equity
Plan Catepory and rights _rights com pensation plans
2003 Stock Option Plan (equity
compensation plan not approved by .
security holders) 3,006,749 3 0.07 1,093,251
2005 Stock Option Plan (equity
compensation plan not approved by .
security holders) 272,410,000 ) 0.03 7,590,000
Equity compensation plan approved by
security holders Nil Nil Nil
Total 275,416,749 b 0.03 8,683,251

Item 6. Plan of Operatijon.
Overview

You should read the followmg discussion of our financial condition and results of operations !ogelher with the audited financial
statements and the notes to audited financial statements included elsewhere in this filing prepared in accordance with accounting
- principles generally accepted in the United States. This discussion contains forward-looking statements that reflect our plans,
estimates and beliefs. Our actual results could differ materially from those anticipated in these forward-looking statements.

We are engaged in the business of the development of the Mesenchymal and stem cell production technology and the
commercialization of cell therapy products. The stem cell production technology, if fully developed and commercialized, wilt offer
novel solutions to make procedures like bone marrow transplants and other methods of cell therapy more accessible to patients
suffering from leukemia, lymphoma, myaloma and a broad range of complicated diseases and disorders.

On June 10, 2003, to enable us to conduct further research and development of the exclusive license for the stem cell production
technology we acquired from the Weizmann [nstitute of Science and the Technion-Israel Institute of Technology, 100% of the issued
and outstanding shares of a research and development company based in [srael called Pluristem, Ltd. Pluristemn, Ltd. was incorporated
under the law of Istael on January 22, 2003 and has the facilities and personnel to conduct research and development in the field of
stem cell research. As consideration for the shares of Pluristem, Lid., we paid to the shareholder of Pluristem, Lid. cash in the amount
of $1,000 and provided Pluristem, Ltd. with a line of credit in the amount of $500,000. Accordingly, Pluristern, Lid. became our
wholly owned subsidiary as of June 10, 2003,

From May 2003 until March 2006, our business has focussed on the development of the stem cell production technology. Originally,
our plan was to develop that technology to the point where we could sub-license it to medical scientists and practitioners for their use
in producing cell therapy products for their own use for sale in the marketplace. On March 6, 2006, we announced that our company
was taking a new direction. Now, instead of looking to sub-lease the stem cell production technology, we will focus on developing the
technology with the goal of producing cell therapy products for sale in the marketplace.

As agreed in our licensing agreement, we paid $400,000 cash for our license as of April 27, 2007. The Weizmann [nstitute of Science
and the Technion-Israel Institute of Technology had the option to assign all of its patent rights covered by the license agreement to our
company in exchange for an aggregate of 5% of all of the issued and ouistanding share capital of our company. This option was only
exerciseable within a 60-day period commencing from the date when we notified the Weizmann Institute that the market value of our
company had exceeded $25,000,000. On February 26, 2007 and on March 26, 2007 we notified the Welzmann Institute that the
market value of our company had exceeded $25,000,000.
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The option held by the Weizmann Institute was not exercised but on May 22, 2007, we concluded assignment agreements with the
owners of the stem cell production technology and all of the parties involved in the license agreement with the Weizmann Institute.
The assignment agreements completed the transfer to us from the Assignors of all intellectual property that began pursuant to the
Exclusive, World Wide Patent and Technology License and Assignment Agreement of May 2003.

The assignment agreements are dated effective as of May 15, 2007. The partics who assigned the rights to the technology to our
company in the assignment agreements are the Technion Research and Development Foundation Lid., Shai Meretzki, Dr. Shoshana
Merchav and Yeda Research and Development Ltd. (the “Assignors™). Fhe-Assignors assigned to our company the right to certain
patent applications, patent license rights, patentable inventions, counterparts, re-issuances, re-examinations, continuations,
continuations-in-art, divisions, extensions, whether or not filed, developed, derived or reduced to practice and any foreign counterparts
thereof. The consideration we agreed to pay for the assignment of agrecments was $1,962,500, payable to the Assignors as follows; .

Technion Research and Dchlopmcﬁl Foundation Lid. $ 735937
Yeda Research and Development Lid. $ 490625
Dr. Shoshana Merchav 5 367969
Shai Meretzki 3 367969

Qur License Agreement with the Weizmann Institute is now terminated and we are released from any obligation 10 pay to the
Assignors any future royalties.

To enable us to conduct further research and development of the stem cell production technology we acquired from the Weizmann
Institute of Science and the Technion-Israel Institute of Technology, on June 10, 2003, 100% of the issued and outstanding shares of a
research and development company based in Israel called Plunistem, Ltd. Plunistem, Litd. was incorporated under the law of Israel on
January 22, 2003 and has the facilities and personnel to conduct research and development in the field of stem cell research. As
consideration for the shares of Pluristem, Ltd., we paid to the shareholder of Pluristem, Ltd. cash in the amount of $1,000 and
provided Pluristem, Lid. with a line of credit in the amount of $500000 Accordingly, Plunistem, Lid. became our wholly-owned
subsidiary as of June 10, 2003,

Planned Operations

Over the next twelve months, we intend to pursue our primary objective of developing our technology and process to the point where
we can produce stem cell therapy products through the process performed in the PluriX™ Bioreactor. We intend to first develop
methods for the preparation of the cord blood seed and it's freezing and thawing. We also intend to begin the development of the
stromal cells and establish a PLX-I cell bank. We also intend to set up a quality assurance plan and compliance procedures and
implement them. We also would like to set up a documentation center. If these stages of development go well, we may be in a position

" . to manufacture PLX [ in our facilities.

We also intend to initiale contact with research centers and cord blood banks to establish cooperative relations for future business
development.

We plan to continue our application for grants with the Office of Chief Scientist in [srael regarding the grant received from the Israeli
government. We will use this grants in order to support our Research and Development plan,

We plan to continue our efforts to complete the IND package to be submitted to the FDA, the Acceptance of the IND docurent by the
FDA is requifed before initiation of Phase | clinical trials.

Costs

We have not generated any revenues and we have accumulated a deficit of $15,517,980 since our inception on May 11, 2001 to the
year ended June 30, 2007. This nepative cash flow is mostly attributable to our operation expenses, including but not limited to,
research and development expense and the payment of our audit fees and legal fees. We anticipate that our operating expenses will
increase as we intend to conduct detailed development of our first product - hematopoietic stem cells, animal pre-clinical trials and
experiments and clinical trals and work towards its cempletion. We estimate our expenses in the next twelve months will be
approximately $4,250,000, generally falling in two major categories: research and development costs and general and administrative
expenses. These expenses do not include any stock based compensation measured in accordance to Statement of Financial Accounting
Standards Mo. 123 {revised 2004}, “Share-Based Payment” (“SFAS 123(RY") FASB 123R.
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Research and Development Costs

For the next twelve months, we estimate that our research and development costs will be approximately $2,250,000, These expenses
do pot include any stock based compensation measured in accordance to Stalement of Finaneial Accounting Stzndards No, 123
(revised 2004), “Share-Based Payment™ (“SFAS 123(R)™) FASB 123R. We intend to spend our rescarch and development costs on
optimizing the 3-D bicreactor operations, developing the expanded of our Placenta Mescnchymal stem cell product and developing the
capabilities for entering to new clinical indication using of PLX cells

General and Administrative Expenses

For the next twelve months, we estimate that our general and administrative expenses will be approximately $2,000,000. These
expenses will include management services, public relations and investor relations and additional amounts on office and
miscellaneous charges, which constst primarily of charges incurred for purchase of office supplies and other administrative expenses.
-These expenses will also include professional fees, which consist primarily of accounting and auditing fees for the year-end audit and
legal fees for securities advice, directors liability insurance and cost of fundraising.

We do not expect to generate any revenues from sales of products in the next twelve months, We may generate revenues from sale of
licenses to use our technology. Our products will likely not be ready for sale for at least three years, if at all.

In our management’s opinion, we should achieve the following events or milestones in the next twelve months in order for us to begin
generating revenues as planned in ttwee years or more:

¢ Optimize 3-D PluriX™ Bioreactor operations — We have made progress using the 3-D environment. of the PluriX™ to
produce a dense population of stromal supporting cells that provide a basis for stem cell in vitre production without
differentiation. However, to have a potential product that we might eventually be able to market, we must continue to try
to develop the bioreactor system until it can produce stem cells that will self-renew while remaining in their original
state; . .

e Improve the analytical methods of our technology and processes;

o Conduct studies to analyze the hematopeoictic stem cell to reconstitute the hematopoietic system within animal model,
Trials are planned using SCID mice, which are mice with insufficient immune systems that can be used to simulate
hurman blood and immune systerms. Using this model, the human hematopoietic stem cell may develop and differentiate
Pluristem’s in vitro production process to be analyzed in vivo.

+  Tostart the first Phase I clinical trial with the PLX [ after the Food and Drug Administration approval
¢ Establish relations with research centers and cord blood banks.
Liquidity and Capital Resources

During the year ended June 30, 2007, we incurred a net loss of $8,428,900, as compared to a net [oss of $2,439,724 in the year ended
June 30, 2006. The net loss includes stock based compensation to employees and consultants of 33,305,874 during the year ended
June 30, 2007, as compared to an amount of $1 14,800 in the year ended June 30, 2006 and an expense in the amount of $1,962,500
regarding the Assignment Agreement dated May 15, 2007. This resulted from moving forward with our research and development
plan. We obtained funds to carry on owr business from private placements we conducted in Cetober of 2004 and January of 2005,

which raised gross proceeds of approximately $3,250,000 through the issuance of 32,500,000 units comprising one common share and
one common share purchase warrants. On April 3, 2006 we raised gross proceeds of approximately $3,000,000 through the issuance
of senior secured convertibie debentures. On March and April 2007, we received approximately $1 million from the exercise of
approximately 15 million Warrants related to the April 3, 2006 issuance. On May 14, 2007, we closed a private placement consisting
of 1,080,000,000 units of our securities at a price of $0.0H25 per unit for gross proceeds of $13,500,000. Each unit consists of one
common share in the capital of our company and one common share purchase warrant, with one such warmant entitiing the holder to
purchase one share of our comumon stock at a price of $0.025 per share for a period of five years. Of the $13,500,000, we have
received all but $5,075,000, of which $5,000,000 is being paid in monthly installments over 10 months starting six months from
closing. As at June 30, 2007 we had cash of $1,653,087 and marketable securities in the value of $3,758,327.

While we expect that we have sufficient funds to operate until early summer of 2008, we will have (o raise additional funds from the
market before we have any cash flow from operations, We believe that it will take several years for us to complete the approval
process for our products in the United States or any other jurisdiction. In addition, future decisions regarding any acquisitions that we
may choose to make or product development that is beyond the scope of what is described in our Plan of Operations will require
additional capital, which must be mised through the issuance additional securities and/or incurring more debt.
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Research and Development

Since June 10, 2003, the date we acquired Pluristem, Ltd., we set up and began research activities in our clean rooms and laboratory.
We buzlt bioreactors to conduct research and development in 2 3-D environment and seeded stromal cells into the bioreactors to
produce the stromal cell cuiture where the stem cells will be implanted. Throughout the remainder of 2007, we will continue with the
research and development activities referenced above. Since inception to June 30, 2007, we have spent $6,373,435 on research and
development. We hope that eventually, all of this cost will be passed on to our customers.

Purchase or Sale of Equipment oo

With the acquisition of Plunistem Ltd., we obtained much of the specialized laboratory equipment that we need to condiict our
research. This equipment included incubators, freezers, computers, hot plates, generators, microscopes, and other equipment. We are
in a process of upgrading our facilities to GMP facilities and we expect that the total expenses will spend about $500,000 on
equipment that we will need to conduct our planned research and development and manufacturing for the next twelve months.

Going Concern

Due to our being a development stage company and not having generated revenues, in the consolidated financial statements for the
year ended June 30, 2007, we included an explanatory paragraph regarding concerns about our ability to conlinue as a going concem.
Our consolidated ﬁnanclal statements contain additional note disclosures describing the circumstances that lead to this disclosure.. The
continuation of our business is dependent upon us raising additional financial support. The issuance of additional equity securities by
us could result in a significant dilution in the equity interests of our current shareholders. Obtaining commercial loans, assuming those
loans would be available, will increase our liabilities and future cash commitments.

Recently Issued Aceounting Standards FASB Interpretation No., 48

In July 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes an Interpretation of FASB
Statement No. 109™ ("FIN 48”). FIN 48 clarifies the accounting for income taxes by prescribing the minimum recognition threshold a
tax position is required 1o meet before being recognized in the financial statements. FIN 48 utilizes a two-step approach for evaluating
tax positions. Recognition (step one) occurs when an enterprise concludes that a tax position, based solely on its technical merits, is
more-likely-than-not to be sustained upon examination. Measurement (step two) is only addressed if step one has been satisfied (i.c.,
the position is more-likely-than-not to be sustained). Under step two, the tax benefit is measured as the largest amount of bcneﬁt,
determined on a cumulative probability basis that is more-likely-than-not to be realized upon ultimate settlement.

FIN 48 applies to all tax positions related to income taxes subject to the Financial Accounting Standard Board Statement No. 109,
“Accounting for income taxes” (“FAS 109™). This includes tax positions considered to be “routine™ as welt as those with a high degree
of uncertainty.

FIN 48 has expanded disclosure requirements, which include a tabular roli forward of the beginning and ending aggregate
" unrecognized tax benefits as well as specific detail related to tax uncertainties for which it is reasonably possible the amount of
unrecognized tax benefit wall significantly increase or decrease within twelve months. These disclosures are required at each annual
reporting period unless a significant change occurs in an interim period.

FIN 48 is effective for fiscal years beginning after December 15, 2006. The cumulative effect of applying FIN 48 will be reported as
an adjustment to the opening balance of retained eamnings. The Company is currently evaluating the impact of adopting FIN 48. .

SFAS No. 157:

In September 2006, the FASB issued SFAS No. 157, Fair Value Measwrements (“SFAS No. 1577). This statement provides a single
definition of fair value, a framework for measuring fair value, and expanded disclosures conceming fair value. Previously, different
definitions of fair value were contained in various accounting pronouncements creating inconsistencies in measurement and
disclosures. SFAS No. 157 applies under those previously issued pronouncements that prescribe fair value as the relevant measure of
value, except SFAS No. 123(R) and related interpretations. The statement does not apply to accounting standard that require or permit
measurement similar 1o fair value but are not intended to represent fair value. This pronouncement is effective for fiscal years.
beginning after November 15, 2007. We are currently evaluating the impact of adopling SFAS 157.

SFAS No. 159:

[n February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities. This
staterment provides companies with an option to report selected financial assets and liabilities at fair value. Generally accepted
accounting principles have required different measurement attributes for different assets and liabilitics that can create artificial
volatility in earnings. The Standard’s objective is to reduce both complexity in accounting for financial instruments and the volatility
in earnings caused by measuring related assets and liabilities differently. This Statement is effective as of the beginning of an entity’s
first fiscal year beginning afler November 135, 2007, We are currently evaluating the impact of adopting SFAS 159.
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Item 7. APPLICATION OF CRITICAL ACCOUNTING POLICIES

Our financial statements and accompanying notes are prepared in accordance with generally accepted accounting principles in the
United States. Preparing financial statements requires management to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenue, and expenses. These estimates and assumptions are affected by managemen!’s application of
accounting policies. We believe that understanding the basis and nature of the estimates and assumptions involved with the following
aspects of our consolidated financial statements is critical to an unde:rsu_;ndlgg of our financials.

Optiohs - )
On July 1, 2006, we zdopted Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based Payment” (“SFAS
123 (R)™) which requires the measurement and recognition of compensation expense based on estimated fair values for all share-based
payment awards made to employees and directors. SFAS 123(R) supersedes Accounting Principles Board Opinion No. 25,
“Accounting, for Stock Issued to Employees™ (“APB 257), for periods beginning in fiscal 2006. In March 2005, the Securities and
Exchange Commission issued Staff Accounting Bulletin No. 107 (“SAB 107™) relating to SFAS 123(R). The Company has applied
the provisions of SAB 107 in its adoption of SFAS 123(R).

SFAS 123(R) requires companies to estimate the fair value of equity-based payment awards on the date of grant using an option-
pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as an expense over the requisite
service periods in the Company’s consolidated income statement. Prior o the adoption of SFAS 123(R), we accounted for equity-
based awards to employees and directors using the intrinsic value method in accordance with APB 25 as allowed under Staternent of
Financial Accounting Standards No. 123, “Accounting for Stock-Based Compensation™ (“SFAS 1237).

We adopted SFAS 123(R) using the modified prespective transition method, which requires the application of the accounting standard
starting from July 1, 2006, the first day of the Company’s fiscal year 2006, Under that transition method, compensation cost
recognized in the year period ended.

We recognizes compensation expenses for the value of its awards, which have graded vesting based on the straight line method over
the requisite service period of each of the awards.

Prior to July 1, 2006, we applied the intrinsic value method of accounting for steck options as prescribed by AFB 25, whereby
compensation expense is equal to the excess, if any, of the quoted market price of the stock over the exercise price af the grant date of
the award.

We estimates the fair value of stock options granted using the Black-Scholes-Merton option-pricing model. The option-pricing model
requires a number of assumptions, of which the most significant are, expected stock price volatility, and the expected option term.

We applies SFAS No. 123 and Emerging Issues Task Force No. 96-18 “Accounting for Equity Instruments that are Issued to other
than Employees for Acquinng, or in conjunction with selling, goods or services™ (“EIFT 96-18"), with respect to options and warrants
issued to non-employees. The fair value of these options was estimated using the Black-Scholes-Merton option-pricing model.

Going Concern

Our annual financial stalements have been prepared on the going concern basis, which assumes the realization of assets and
liquidation of liabilities in the normal course of operations. The financial statements have been prepared assuming we will continue as
a going concern. However, certain conditions exist which raise doubt about our ability to continue as a going concern. We have
suffered recurring losses from operations and have accumulated losses of approximately $15,517,980 since inception through the year
ended June 30, 2007.

Off Balance Sheet Arrangements

Our company has no off balance sheet arrangements.

_20-




The following audited consolidated financial statements are filed as part of this registration stztement:
Report of Indeperdent Registered Public Accountj;u; Firm, dated Auhg‘ust:'_§9_-,-_2007 Consolidated
Balance Sheets o

Consolidated Statements of Operations

Consolidated Statements of Changes in Stockholders® Equity (Deficiency)

Consolidated Statements of Cash Flows

Notes to the Consoliddted Financial Statements

Item 8. Financial Statements
Our financial statements are stated in United States dollars (USS$) and are prepared in accordance with United States Generally
Accepted Accounting Principles.
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Ell FRNST & YOUNG
REPORT OF INDEPENDENT REGIST ERED PUBLIC ACCOUNTING FIRM
To The Stockho!ders

Of PLURISTEM LIFE SYSTEMS INC.
(A Development Stage Company)

We have audited the accompanying consolidated balance sheet of Pluristem Life Systems Inc. {a development stage company) (“the.
Company™), and its subsidiary as of June 30, 2007 and the rclated conselidated statcments of operations, changes in stockholders’
equity (deficiency) and cash flows for each of the two years in the period ended June 30, 2007 and for the period from May 11, 2001
(inception date) through June 30, 2007. These consolidate financial statements are the responsibility of the Company’s managément.
Our responsibility is 10 express an opinion on these consolidate financial statements based on our audits,

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those
stundurds require that we plun and perform the audit 1o obtain ressonable assurance sbout whether the financial statements are free of
material misstatement. We were not engaged to perform an audit of the Company’s internal control aver financial eeporting. Our
audits included consideration of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of exgressing an opinion on the cifectivencss of the Company’s internal control over
financial reporting. Accordingly, we express po such opinion. An audit also includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements, assessing the accounling principles used and significanl estimales made by
management and cvaluating the overall financial statement presentation. We believe that our audits provide a reasonable basns for our
opinion.

In our opinion, the consolidated financial statements referred (o above, present fairly, in all material respects, the consolidated
financial position of the Cornpdnv and s substdiary as of June 30, 2007, and the consolidated results of thetr vperations and their cash
flows for cach of the two years in the period ended June 30, 2007 and for the period from May 11, 2001 (inception date) through June
30, 2007, in conformity with U.S. generally accepted accounting principles.

As discussed in Note k¢ to the consolidated financial statements, the Company bos not yet generated revenues from its operations and
is dependent on external sources for financing its operitions. These factors, among others discussed in Note lc, raise substantial doubt
about the Company’s abilily to continue a5 2 going concem. The consolidated financial statements do not include any adjustments
relating to the recoverability and classification of recorded assets amounts or the amounts and classification of ligbilities that might be
necessary should the Company be unable to continue as a going concem.

As discussed in note 2(i) to the consolidated financial staterments, on July 1, 2006 the Company adopted S#AS 123(R) *Share-Based
Payment”.

s/ Kost Forer (Gabbay & Kasierer

Kost Forer Gabbay & Kasierer

Haifa, Israel A member of Emst & Young Global

August 29, 2007




CONSOLIDATED BALANCE SHEET

In U.S. Pollars

Note

ASSETS
CURRENT ASSETS:

Cash and cash equivalents 3
Marketable secunties 4
Prepaid expenses
Other accounts receivables 5
Total current assets

LONG-TERM ASSETS: ‘
Severance pay fund

Property and equipment, net 6
! Total long-len_n assets

} Long-term restricted deposit

Total assets

The accompanying notes arc an integral part of the consolidated financial statements.

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)
V .. . June 30,
Tl 2007
$ 1,653,087
' 7 ‘ 3,758,327
A 59,594
382,433
6,053,441
- 124,790
81,075
467,613
_ 673,478
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PLURISTEM LIFE SYSTEMS INC. AND.ITS SUBSIDIARY

(A Development Stage Corapany)
CONSOLIDATED BALANCE SHEET
In U.S. Dollars
: —_ . June 30,
o= Note 2007
. LIABILITIES AND STOCKHOLDERS' EQUITY
| CURRENT LIABILITIES:
' Trade payables $ 364664
| Accrued expenses o 156,980
Qther accounts payable ' 1 211,213
J Total current liabilities - 732,857
' LONG-TERM LIABILITIES
) : _—
' Accrued severance pay - 96,885
COMMITMENTS AND CONTINGENCIES . 8
STOCKHOLDERS® EQUITY B 9
Share capital:
Common stock $0.00001 par value:
Authorized: 1,400,000,000 shares o e
Issued: 996,710,470 shares, Qutstanding: 990,710,470 shares 9,906
Additional paid-in capital ) 21,067,604
Other comprehensive loss | (30,322)
Receipts on account of shares . 367,969
Deficit accumulated during the development stage - (15,517,980}
5,897,177
3 6726919

The accompanying notes are an integral part of the consolidaied financial statements.




CONSOLIDATED STATEMENTS OF OPERATIONS

PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

In U.S. Dollars (except share and per share data)

Research and development costs

Less participation by the Office of the Chief Scientist
Research and development costs, net

General and administrative expenses

Know how write-off

Financial expenses (income), net
Net loss for the period
Basic and diluted net loss per share

Weighted average number of shares used in computing basic
and diluted net loss per share:

T T Period From
- May 11,
- 2001 .
(Inception) -
Year Ended ;
Note June 30, i 3::?3%:
2007 2006 2007
10 $ 3084606 $ 1481482 $ 7288104
(535,325) (182,703) (914,669)
2,549,281 1,298,779 6,373,435
n 3,725,784 1,033,490 7,919,693
12 1,962,500 - 2473777
8,237,565 2,332,269 16,766,905
13 191,335 107,455 (1,248,925)
$ 8428900 $ 2439724 315517580
3 0.029) § (0.04)
288 473,345 63,653,483

The accompanying notes are an integral part of the consolidated financial statements.




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIENCY)

(A Development Stage Company)

In U.S. Dollars (except shares data)

Issuance of common stock
on July 9, 2001

Balance as of June 30,
2001
Net loss

Balance as of June 30,
2002

Issuance of common stock
on October 14, 2002, Net
of issuance expenses of
$17.359

Forgiveness of debt

Stocks cancelled on March
19,2003 '

Receipts on account of
stock and warrants; net
of finders and legal fees
of $56,540

Net loss

Balance as of June 30,
2003

T T - Deficit
BN Receipts Accumulated Toltal
s Additional On during the Stockholders’

’ _C‘"'““‘“‘ Stock paid-in account Devefopment . Equity:
Shares Amouat Capital of shares Stape _ (Deficicacy)
35000000 § iso0 3§ 2,150 % - 3 - § 2500
35,000,000 350 2,150 - - 2,500

. . i - (77,903) (77,903)
35,000,000 350 2,150 - (77,903) (75,403)
14,133,000 141 83.450 - - 83,591

) ) 11,760 ; - 11,760

(27,300,000) (273) 273 - - -

- - - 933,464 - 933,464

- - - - {462,995) (462,995
21,833,000 % AL 97,633 3 933,464 3 (540,898) § 490417

The accompanying notes are an integral part of the consolidated financial statements.




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIENCY)
In U.S. Dollars (except share and per share data)
T = Deficit .
o sccumulated Total
Additional Receipts During the Shareholdery’
™ Common Stock paid.in on account development Equity -
Shares Awmount Capital of shares stage (Deficiency)

Balance as of July 1, 2003 21,833,000 $ 218 % 97,633 ¥ 933464 § (540,898) 3 490417
Issuance of common stock on July

16, 2003, net of issuance

expenses of §70,110 725,483 7 1,235,752 (933,464) - . 302,295
Issuance of common stock on

January 20, 2004 3,000,000 30 - - - 30
[ssuance of warrants on January 20,

2004 for finder’s fee - - 192,000 - - 192,000
Common stock granted to

consultants on February 11, 2004 1,000,000 10 799,990 ‘ - - 800,000
Stock based compensation related :

1o warrants granted to consultants ‘

on December 31, 2003 - - 357,618 ' - - 357,618
Exercise of warrants on April 19, v

2004 300,000 3 224997 - 225,000

Net loss for the year - - -

(2,010,350)  (2,010,350)

$ (2,551248) $ 357,010

L

Baziaace as of June 30, 2004 26,858,483 3 268 § 2907990 $

The accompanying notes are an integral part of the consolidated financial statements.




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY (DEFICIENCY)
In U.S. Dollars (except share and per share data)

e Deficit
o= sccumulated Total
‘ - Additional During the Shareholders®
Common Stock . paid-in development . Equity
Shares - Amaount - capital stage (Deficiency)
Balance as of July 1, 2004 26,858,483 % 268§ 2907990 § (2,551,248) $§ 357,010

Stock-based compensation refated to
warrants granted to consultants on
September 30, 2004 ; - 161,641

161,641

Issuance of common stock and warrants on

November 30, 2004 related to the October

2004 Agreement net of issuance costs of

328,908 3,250,000 33 296,059
Issuance of common stock and wargants on

January 26, 2005 related to the October

2004 Agreement net of issuance costs of .

$4,975 4,300,000 43 424 982

/

296,092

425,025

Issuance of common stock and warrants on
January 31, 2005 related to the January 31, : R
2005 Agreement 7,000,000 70 - , - 70

Issuance of common stock and options on
February 15, 2005 to former director of
the Company : 50,000 * 14,500 .- 14,500

Issuance of common stock and warrants on
February 16, 2005 related (o the January .
31, 2005 Agrecment 5,000,000 50 - - 50

(*) Less then one dollar

The accompanying notes are an integral part of the consolidated financial statements.




PLURISTEM LIFE SYSTEMS INC. AND.ITS SUBSIDIARY
{A Development Stage Company)

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIENCY)
- In U.S. Dollars (except share 2nd per share data)

R Deficit
ot accumulated Total
Additional During the Shareholders*
Commoa Stock paid-in development Equity ©
Shares - Amount capital stage (Deficiency)

Issuance of warrants on February 16, 2005

for finder fee related to the January 31,

2005 Agreement - - 144,000 - 144,000
Issuance of common stock and warrants on

March 3, 2005 related to the January 24,

2005 Agreement net of issuance costs of

$24,000 12,000,000 120 1,175,880 - 1,176,000
[ssuance of common stock on March 3, 2005

for finder fee related to the January 24,

2005 Agreement 1,845,000 . 18 (18) - -
Issuance of common stock and warrants on

.March 3, 2005 related to the October 2004

Agreement net of issuance costs of $6,038 750,000 8 68,954 - 68,962
Issuance of common stock and warrants to

the Chief Executive Officer on March 23,

2005 2,400,000 24 695,976 - 696,000
I[ssuance of common stock on March 23,

2005 related to the October 2004

Agreement 200,000 2 19,998 - 20,000

The accompanying notes are an integral part of the consolidated (inancial statements.




. PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY (DEFICIENCY)
In U.S. Dollars (except share and per share data) '

- T e Deficit
o . accumulated Totat
. e Additiona! during the Shareholders’
Common Stock i paid-in development Equity
Shaces . Amount capital stape {Deficiency)
Classification of a liability in respect of warrants to
additional paid in capital, net of issuance costs of .
3178116 . - - 541,884 - 541,884
Net loss for the year - - - (2,098,108) (2,098,108)
Balance as of June 30, 2005 63,653,483 636 6,451,846 (4,649,356) 1,803,126
Exercise of warrants on November 28, 2005 1o ‘
finders related to the January 24, 2005 agreement 80,000 *) - - -
Exercise of warrants on January 25, 2006 To finders
related to the January 25, 2005 Agreement ' 10,000 ™) - - -
Reclassification of warrants from equity To ) :
habilities due to application of EITF 00-19 **) - - (7.632) - (7,632)
Net loss for the year - . - (2439724)  (2,439.724)
Balance as of June 30, 2006 63,743,483 3 636 § 6444214 $ (7.089030) $ (644,230)

The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

STATEMENTS OF CHANGES IN STOCKHOLDERS® EQUITY (DEFICIENCY)
In U.S. Dollars (except share and per share data)

- Defich .
Receipts =~~~ Accumutated Total
Additional oa Other During the Totat Sharehaldery’
Comman Stock paid-in t vomprehentive Develop t Compreheniive Equity .
Shares Ameant Capital of shares loss stage lass "~ boas

Balaoce as of July 1, 2006 63743483 § 636 $6444214 S - 8 - $ (7.089080) § . - 5 (644.230)
Conversion of couvatible ’ ‘

debenture, net of issuance )

costs of $440,000 203,952,201 2,040 1,785,043 - - - - 1,787,084
Classification of a Hability in

respect of warrants - - 359,658 - - - - 359,658
Classification of defered

issuance cxpenses - - (378,708) - - - - (378,708)
Classification of a liability in

respect of options granted 1o .

consultants - . 11631 - - - - 116,371
Compensation rclated to

optiona granted to .

camployecs - - 2386036 . - - : 2386036
Compeusation rclated to

optiany granted to

Consultants - N - 937,579 - - - - 937,579
Excrcise of warmants related to ’

the April 3, 2006 agreement 15,138,261 151 1,021,682 - - - - 1,021,833

The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY (DEFICIENCY)
In U.S. Dollars (except share and per share data)

R Deficit
Receipts = - Accumulated Total
Additionsl . on <= o= Oher During the Total Sharcholders'
Common Stock paid-in account comprehensive  Development  Comprehensive Equity
Shares Amount Capital of shares loss stape loss Joss

Cashlcss exercise of
warrants retated to the
Apiil 3, 7006 agrecment 9334712 94 (%4) - - - - -
Issuance of commoun stock
on May and June 2007
related to the May 14,
I 2007 agrecment, oet of
issnance costs of .
l ] $64,320 625,215 040 6,252 7,744,859 - - - - TI51118
Receipts on account of
) shares - - - 367,969 - - - 367,969
Cashless excreise of
warrants related to the
May 14, 2007 nsuance 73,306,773 733 {7133) - - - - -
Issuznce of warrants to the ’
tovestors related to the
May 14, 2007
agrecment - - 651,696 - - - - 651,696
Unrcalizd loss on available
for sale securitics - - - . (30,322) - (30,322) 30,312y

Net loss for the year ‘ - - - - - (8,428,500) - (8,428,900)
Balance as of June 30,
2007 990,710,470 § 9906 $21067,604 3 367969 § (30,322 § (15517980) § (30,322) $ 5,897,177

The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

In U.S. Dollars
. Period
- from May
T 11,2001
: (inception} -
through
Year ended Juae 34, June 30
2007 2006 - - 2007
CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss - (8428500 3 (2,439,724) $ (15,517,980)
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 56,494 42,536 243,063
Capital gain 20,053 - 3,680
Know-how write-ofl 1,962,500 - 2,473,771
Amortization of deferred issuance costs 168,227 205,081 604031 .
Stock-based compensation to employees. 2,386,036 - 2,386,036
Stock-based compensation to consultants 919,838 114,800 2,380,290
Know-how licensors — imputed interest - 18,791 54,600
Salary grant in shares and warrants - - 710,500
Decrease (increase) in accounts receivable (481,362} 46,710 (573,596)
Decrease (increase) in prepaid expenses 20,470 (1,024) 48,147
Increase in trade payables 79,561 100,030 355,257
Increase (decrease) in other accounts payable and accrved expenses . 188,295 (16,639) (114,036)
Increase in acerued interest due to related parties - - 3,450 7
Linkage differences and interest on long-term restricted lease deposnt - 50 (2,164)
Change in fair value of liability in respect of warrants (716,214) {150,000) (2,696,064)
Fair value of warrants granted to investors 651,696 . - 651,696
Amortization of discount and accrued interest on convertible debentures 110,703 17,247 127,920
[ncrease in accrued interest on marketable securities (4,903) - (4,903)
. Accrued severance pay, net (3,885) 12,825 15,810
« Net cash used in operating activities (3,071,391) (2,049,347) (8,850,486)
CASH FLOWS FROM INVESTING ACTIVITIES:
Acquisition of Pluristem Ltd. (1) - - 31,899
Purchase of property and equipment (290,183) (48,140) (532,955)
Proceed from sale of property and equipment ' 717 - 29,192
Purchase of long-term restricted lease deposit ' (96,125) (1,499 (123,670)
Repayment of long-term restricted lease deposit - - 19,851
Purchase of marketable securities (3,783,746) - (3,783.,746)
Purchase of know-how (1,962,500) - (2,062,500)
Net cash used in investing activities (6,131,831 (49,639 (6,421,929)

The accompanying notes are an integral part of the consolidated financial statements.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Developmenl Stage Company)

CONSOLIDATED STATEMENTS OF CASH FLOWS

In U.S. Dollars
I - ot Period from
| EEE May 11, 2001
- (inception) "
' “Year epded June 30, through ..lun'e 30
2007 2006 . 2007

" CASH FLOWS FROM FINANCING ACTIVITIES:

L Issuance of common stock, net of issuance costs 7,751,111 - 12,437,319
Receipts on account of shares ’ 367,969 - 367,969
Issuance of warrants - - 1,246,397
Exercise of warrants 1,021,833 - 1,021,833
Issuance of convertible debenture - 2.583,700 2,583,700
Issuance expenses related 1o convertible debentures (440,000} - (440,000}
Short-term bank credit, net ' - - (26)
Repayment of know-how hicensors (218,750) - (300,000)
Repayment of notes and loan payable to related parties - - (69,885)
Proceeds from notes and loan payable to related parties . - - 78,195
Net cash provided by financing activities - B 8,482,163 2,583,700 16,925,502
Increase (decrease) in cash and cash equivalents (721,065) 484,714 1,653,087
Cash and cash equivalents at the beginning of the period 2,374,152 1,889,438 -
Cash and cash equivalerits at the end of the period $ 1,653,087 2,374,152 1,653,087
Non-cash investing and financing information:

Classification of liabilities and deferred issuance expenses into

equity 3 97,321 - 3 97,321
Decrease in fair value of marketable securitics s 30,322 .8 30,322
Conversion of convertible debenture $ 2227084 - 3 2,227,084
Issuance of common stock as a tesult of cash less exercise of

warrants 3 827 - 3 827
Prepaid expenses of compensation related to options to consultants $ 17,741 - 8 17,741
(1) Acquisition of Pluristem Li{d.
Fair value of assets acquired and liabilities assumed at the

acquisition date:
Working capita] (excluding cash ard cash equivalents) 3 (421,176)
Long-term restricted lease deposit 18,807
Property and equipment 130,000
In-process research and development write-off 246,470

5 (31,899)

The accompanying notes are an integral pant of the consolidated financial statements.




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL SI‘ATEMENTS
In U.S. Dollars

NOTE 1:-GENERAL .-

A Pluristem Life Systems Inc. (“the Company™), a Nevada corpor;li-o-ﬁ;'ms incorporated and commenced operations on May
11, 2001, under the name A. I. Software Inc. that was changed as of June 30, 2003 to Pluristem Life Systems Inc. The
Company has a wholly owned subsidiary, Pluristem Ltd. (“the subsidiary™) that was incorporated under the laws of Israel.

B. On May 5, 2003 the Company entered into a license agreement with Weizmann Institute of Science and the Technion-Isracl
Institute of Technology 1o gcquire an exclusive license for an innovative stem cell expansion technology (“the Technology™).
This production technology is a three dimensional (3D) cellular expansion technology, which is now termed PluriX™. This
technology, if fully developed, may offer solutions to make procedures such as bone marrow transplants and other methods
of cell therapy more accessible to patients suffering from a broad range of complicated diseases and disorders (see Note 12).

On June 10, 2003, the Company acquired ail of the issued and outstanding shares of Pluristem Ltd. which was engaged in the
research and development of expansion of cord blood hematopoetic stem cells, which was in line with the Technology
license which the Company had purchased in May 2003.

C. .The Company is devoting substantially all of its efforts towards conducting research and development of the Mesenchymal
and stem cell production technology and the commercialization of cell therapy products. In the course of such activities, the
Company and its subsidiary have sustained operating losses and expect such losses to continue in the foreseeable future. The
Company and its subsidiary have not generated any revenues or product sales and have not achieved profitable operations or
positive cash flows from operations. The Company’s deficit accumulated during the development stage aggregated to
515,517,980 through June 30, 2007 and incurred net loss of $8,428,900 and negative cash flow from operating activities in
the amount of $3,071,391 for the year ended June 30, 2007. There is no assurance that profitable operations, if ever achieved,
could be sustained on a continuing basis.

The Company plans to continue to finance its operations with a combination of stock issuance and private placements and in
the longer term, revenues from product sales. There are no assurances, however, that the Company will be successful in
obtaining an adequatc level of financing needed for the long-term development and commercialization of its planned
products.

These conditions raise substantial doubt about the Company's ability to continue as a going concem. The consolidated
financial statements do not include any adjustments relating to the recoverability and classification of recorded asset amounts
or the amounts and classification of liabilities that might be necessary should the Company be unable to continue as a going
concem

D. The Company’s common stocks are registered and publicly traded on the Over-the- Counter Bulletin Board service of the
National Association of Securities Dealers, Inc. under the symbol PLRS.OB, and commencing May 7, 2007, the Company’s
shares are also traded on Europe’s Frankfurt Stock Exchange, under the symbol PJT.

NOTE 2:-SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have becn prepared in accordance with United States generally acccplcd accounting principles
(“U.S. GAAP™).

a, Use of estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires management to
make estimales and assumptions that affect the amounts reported in the financial statements and accompanying notes. Actual
results could differ from those estimates.

b. Functional currency of the subsidiary

It is anticipated that the majority of the subsidiary’s revenues will be generated outside Israel and will be determined in U.S,
Dollars (“dollars™). In addition, most of the financing of the subsidiary’s operations has been made in dollars. The
subsidiary’s management believes that the currency of the primary economic environment in which its operations are
conducted is the dollar. Thus, the functional and reporting currency of the subsidiary is the dollar. Accordingly, monetary
accounts maintained in currencies other than the dollar are remeasured into doltars in accordance with Statement of Financial
Accounting Standards No. 52 “Foreign Currency Translation” (“SFAS” No. 52). All transaction gains and losses from the
remeasurement of monetary balance sheet items are reflected in the statement of operations as financia! income or expenses,
as appropriate.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
{A Development Stage Company)

NOTES TQO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Pollars

NOTE 2:-SIGNIFICANT ACCOUNTING POLICIES (CONT.) ‘ T t T -

<.

Principies of consolidation

The consolidated financial statements include the accounts of the Company and its wholly owned subStdlary [ntcxmmpany
transactions and balances have been eliminated upon consolidation.

Cash equivalents .

ey

Cash cquivalents are short-term highly liquid investments that are readily convertible to cash with maturitics of three months
or less at the date acquired.

Marketable securities:

. Management determines the appropriate classification of its investments in-marketable debt securities at the time of purchase

and re-evaluates such designations as of each balance sheet date. During 2007, all marketable securities covered by Statement
of Financial Accounting Standard No. 115 “Accounting for Certain Investments in Debt and Equlty Sccuntles were
designated as available-for-sale.

Accordingly, these securities are stated at fair value, with unrealized gains and losses reported in accumulated other
comprehensive' loss, a separate component of shareholders’ equity, net of taxes. Realized gains and losses on sales of
investments, and impairment of investments, as determined on a specific identification basis, are included in the consolidated
statement of operations. Interest and amortization of premlum and dlscounl on debt securities are recorded as financial
income or loss.

FASB Staff Position (“FSP™) No. 115-1, “The Meaning of Qther-Than-Temporary Impairment and Its Application to Certain
Investment™ CFSP 115-1") provides guidance for determining when an investment is considered impaired, whether
impairment is other- than temporary, and measurement of an impairment loss. An investment is considered impaired if the
fair value of the investment is less than its cost. If, after consideration of all available evidence to evaluate the realizable
value of its investment, impairment is determined to be other than- temporary, then an impairment loss should be recognized
equal to the difference between the investment’s cost and its fair value.

Long-term restricted lease deposit

Long-termn restricted lease deposit with maturities of more than one year used 1o secure lease agreement and hedge
transactions is presented at cost.

Pmpel:ty and Equipment

Property and equipment are stated at cost, net of accumulated depreciation. Depreciation is calculated by the straight-line
method over the estimated useful lives of the assets, at the following annual rates:

e

Laboratory equipment 10
Computers and peripheral equipment 33
Office fumniture and equipment 6-15

Impairment of long-fived assets

The Company's long-lived assets and identifiable intangibles are reviewed for impainment in accordance with Statement of
Financial Accounting Standard No. 144 “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No.
144") whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable.
Recoverability of assets to be held and used is measured by a comparison of the carrying amount of the assets to the future
undiscounted cash flows expected to be generated by the assets. If such assets are considered to be impaired, the impairment
to be recognized is measured by the amouni by which the carrying amount of the assets exceeds the fair value of the assets.
During the years ended June 30, 2007, 2006 and for the period from inception through June 30, 2007 no impairment losses
were identified. .
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars

NOTE 2:-SIGNIFICANT ACCOUNTING POLICIES (CONT.) -~ -~ _

i

Accounting for stock-based compensation:

On July 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 (revised 2004), “Share-Based
Payment” (“SFAS 123(R)") which requires the measurement and recognition of compensation expense based on estimated
fair values for all share-based payment awards made to employees and directors. SFAS 123(R) supersedes Accounting
Principles Board Opinton No. 25, “Accounting for Stock Issued to Employees™ (*APB 257), for periods beginning in fiscal
2006. In March 2005, the Securitics and Exchange Commission issued Staff Accounting Bulletin No. 107 (“SAB 107™)
relating to SFAS 123(R). The Company has applied the provisions of SAB 107 in its adoption of SFAS 123(R).

SFAS 123(R) requires companies to estimate the fair value of equity-based payment awards on the date of grant using an
optiot-pricing model. The value of the portion of the award that is ultimately expected to vest is recognized as an expense
over the requisite service periods in the Company’s consolidated income statement. Prior to the adoption of SFAS 123(R),
the Company- accounted for equity-based awards to employees and directors using the intrinsic value method in accordance
with APB 25 as allowed under Statement of Financial Accounting Standards No. 123, “Accountmg for Stock-Based
Compensation” (“SFAS 123™).

The Company adopted SFAS 123(R) using the modified prospective transition method, which requires the-application of the .

accounting standard starting from July 1, 2006, the first day of the Company’s fiscal year 2006. Under that transition method,
compensation cost recognized in the year peried ended June 30, 2007, includes: (a) compensation cost for all share-based

payments granted prior to, but not yet vested as of July 1, 2006, based on the grant date fair value estimated in accordance

with the original provisions of Statement 123, and (b) compensation cost for all share-based payments granted subsequent to
July 1, 2066, based on the grant-date fair value estimated in accordance with the provisions of Statement 123(R). Results for
prior periods have not been restated.

The Company recognizes compensation expenses for the value of its awards, which have graded vesting based on the slralght
line method over the requisite service period of each of the awards.

As a result of adopting SFAS 123(R) as of July 1, 2006, the Company’s net income for the year ended June 30, 2007, is
$118,217 lower than if it had continued 1o account for stock-based compensation under APB 25. Basic and diluted net loss
per share for the year ended June 30, 2007, are $0.0004 lower, than if the Company had continued to account for share-based
compensation under APB 25.

Prior to July 1, 2006, the Company applied the intrinsic value method of accounting for stock options as prescribed by APB
25, whereby compensation expense is equal to the excess, if any, of the quoted market price of the stock over the exerclse
price at the grant date of the award.

The Company estimates the fair value of stock options granted using the Black-Scholes- Merton optien-pricing model. The
option-pricing model requires a number of assumptions, of which the most significant are, expected stock price volatility, and
the expected oplion term. Expected volatility was calculated based upon actual historical stock price movements over the
most recent periods ending on the grant date, equal to the expected option term. The expected option term was determined as
defined in SAB 107. The Company has historically not paid dividends and has no foreseeable plans to issue dividends. The
risk-free interest rate 1s based on the yield from U.S. Treasury zero- coupon bonds with an equivalent term.

The fair value of the Company’s stock options granted to employees and directors for the years ended June 30, 2007 and
2006 was estimated using the following weighted average assumptions:

Year ended Juae 30,
2007 2006
Risk free nterest rate 4.4-48% 42-485%
Dividend yields 0% 0%
Volatility 105 - 128% 104 - 105%
Expected term (in years) 6 6

The following table illustrates the effect on net loss and net loss per share, assuming that the Company had applied the fair
value recognition provision of SFAS No. 123 on its stock-based employee compensation;
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars

NOTE 2:-SIGNIFICANT ACCOUNTING POLICIES (CONT)~ . ...

i Accounting for stock-based compensation (coat.):
Period from May 11,
. 2001 (laception)
Year ended through
Juoed0 June 30
2006 1067
| Net loss — as Reported $ 2439724 $ 15,517,980
| .
’ Add - stock based employee compensation - fair value based method of SFASI23 538,003 1,206,516
) Pro forma net loss _ $ 2971727 % 16,724,496
| Basic and diluted net loss per stock as reported ' $ (004
’ Basic and diluted pro forma net loss per stock 5 (005

The Company applies SFAS No. 123 and Emerging Issues Task Force No. 96-18 “Accounting for Equity Instruments that are
Issued to other than Employees for Acquiring, or in conjunction with selling, goods or services” (“EIFT 96-18"), with respect
to options and warrants issued to non-employees.

i Research and Development costs
Research and development costs, net of participations are charged to the Statement of Operations as incurred.

- Royalty-beanng grants from the govemnment of [srael for funding approved research and development projects are recognized
at the time the Company is entitled to such prants, on the basis of the cost incurred, and applied as a deduction from research
and development cosfs.

N k. Basic and ditufed net loss per share

Basic net loss per share is computed based on the weighted average number of shares of common stock outstanding during
each year. Diluted net loss per share is computed based on the weighted average number of shares of Common stock
outstanding during each year, plus dilutive potential shares of common stock and warrants considered outstanding during the
year, in accordance with Statement of Financial Accounting Standard No. 128, “Eamings Per Share” (“SFAS No. 1287). All
outstanding stock options have been excluded from the calculation of the diluted loss per common share because all such
securities are anti-dilutive for each of the periods presented.

L Income taxes

The Company and its subsidiary accounts for income taxes in accordance with Statement of Financial Accounting Standards
No. 109, “Accounting for Income Taxes™ (“SFAS No. 109™). This Statement prescribes the use of the lability method,
whereby deferred tax assets and liability account balances are determined based on differences between financial reporting
and tax bases of assets and liabilities and are measured using the enacted tax rates and laws that will be in effect when the
differences are expected to reverse. The Company and its subsidiary provide a valuation allowance, if necessary, to reduce
deferred tax assets to their estimated realizable value.

m. Concentration of credit risk

Financial instruments that potentially subject the Company to concentrations of credit risk consist principatly of cash and
cash equivalents and marketable securities.




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars

NOTE 2:-SIGNIFICANT ACCOUNTING POLICIES (CONT.)- T

Concentration of credit risk (cont.):

The majority of the Company’s cash and cash equivalents are invested in dollar instruments of major banks in Israel and in
the United States. Management belicves that the financial institutions that hold the Company’s investments are financially
sound and, accordingly, minimal credit nsk exists with respect to these investments The Company’s marketable securities
include investments in highly rated debentuses of U.S. Corporations Bonds and preferred stocks. Based on the above and the
fact that the portfolio is well diversified, manapement believes that low credit risk exists with respect to these marketable
securities.

Severance pay fund

The subsidiary’s liability for severance pay is calculated pursuant to Israeli severance pay law based on the most recent salary
of the employees multiplied by the number of years of employment, as of the balance sheet date. Employees are entitled to
one month’s szlary for each year of employment or a portion thereof. The Company’s liability for all of its employees is fully
provided by monthly deposits with insurance policies and by an accrual. The value of these policies is recorded as an asset in
the Company’s balance sheet.

The deposited funds include profits accumulated up to the balance sheet date, The deposited funds’may be withdrawn only
upon the fulfillment of the obligation pursuant to Israeli severance pay law or labor agreements. The value of the deposited
funds is based on the cash surrendered value of these policies, and includes immaterial profits. Severance expenses for the
year ended June 30, 2006 and 2007 amounted lo approximately $45,957 and 339,969, respectively.

Fair value of finapcizl instruments

The carrying amounts of cash and cash equivalents, other accounts receivables, prepaid expenses, trade payables and other
accounts payable, approximate their fair value due to the short-term matunity of such instruments.

Comprehensive income

The Company reports comprehensive income in accordance with SFAS No, 130, “Reporting Comprehensive Income”. This
statement establishes standards for the reporting and display of comprehensive income and its components in a full set of
general purpose financial statements. Comprehensive income generally represents all changes in stockholders’ equity during
the period except those resulting from investments by, or distributions to, stockholders. The Company determined that their
iters of other comprehensive income relate to unrealized gains and losses on avatlable for sale secunities.

Derivative financial instruments

Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activities™
(“SFAS No. 133™), requires companies to recognize all derivative instruments as either assets or liabilities in the statement of
financial position at fair value.

For derivative instruments not designated as hedging instruments, the gain or loss resulting from changes in fair value is
recognized as a financial expense in current eamings during the period of change. As of June 30, 2007, the Company had
forward contract with a notional amount of approximately to sell $200,000 and purchase NIS 822,000.

The fair value of the forward contract and the options as of June 30, 2007 were recorded as a liability of $16,381.
Reclassification

Certain amounts (rom prior years have been reclassified to conform to current period presentation. The reclassification had
no effect on previously reported net loss, shareholders equity or cash flows,
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NOTE 2:-SIGNIFICANT ACCOUNTING POLICIES (CONT.). - __

5. Impact of recently issucd accounting standards -

1.

FASB Interpretation No. 48:

In July 2006, the FASB issued FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes an
Interpretation of FASB Statement MNo. 109” (“FIN 48"). FIN 48 clarifies the accounting lor income taxes by
prescribing the minimum recognition threshold a tax position is required to meet before being recognized in the
financial statements. FIN 48 utilizes a two-step approach for evaluating tax positions. Recognition (step one) occurs
when an enterprise concludes that a tax position, based solely.on its technical merits, is more-likely-than-not to be
sustained upon examination, Measurement (step two) is only addressed if step one has been satisfied (i.¢., the position
is more-likely-than-not to be sustained). Under step two, the tax benefit is measured as the largest amount of benefit,
determined on a cumulative probabitity basis that is more-likely-than-not to be realized upon ultimate settlement.

FIN 48 applies to all tax positions related (o income taxes subject to the Financial Accounting Standard Board
Statement No. 109, “Accounting for income taxes” (“FAS 109™). This includes tax positions considered to be
“routme™ as well as those wath a high degree of uncertainty.

FIN 48 has expanded disclosure requirements, which include a tabular roll forward of the beginning and ending
aggregate unrecognized tax benefits as well as specific detail related to tax uncertainties for which it is reasonably
possible the amount of unrecognized tax benefit will significantly increase or decrease within twelve months. These
disclosures are required at each annual reporting pertod unless a significant change occurs in an interim period.

FIN 48 is effective for fiscal years beginning after December 15, 2006. The cumulative effect of applying FIN 48 will
be reporied as an adjustment to the opening balance of retained eamnings. The Company is currently evaluating the
impact of adopting FIN 48,

SFAS No. 157:

In September 2006, the FASB issued SFAS No. 157, Fair Value Measurements (“SFAS No. 157™). This statement
piovides a single definition of fair value, a framework for measuring fair value, and expanded disclosures concerning
fair value. Previously, different definitions of fair value were contained in various accounting pronouncements
creating inconsistencies in measurement and disclosures. SFAS No. 157 applies under those previously issued
pronouncements that prescribe fair value as the relevant measure of value, except SFAS No. 123(R) and related
interpretations. The statement does not apply to accounting standard that require or permit measurement similar to fair
value but are not intended 1o represent fair value. This pronouncement is effeclive for fiscal years beginming after
November 15, 2007. The Company is currently evaluating the impact of adopting SFAS 157.

SFAS No. 159;

In February 2007, the FASB issued SFAS No. 159, The Fair Value Option for Financial Assets and Financial
Liabilities. This statement provides companies with an option 1o report selected financial assets and liabilities at fair
value. Generally accepted accounting principles have required different measurement attributes for different assets and
liabilities that can create arlificial volatility in earnings. The Standard’s objective is to reduce both complexity in
accounting for financial instruments and the volatility in earnings caused by measuring related assets and liabilities
differently. This Statement is effective as of the beginning of an entity’s first fiscal year beginning after November 15,
2007. The Company is currently evaluating the impact of adopting SFAS 159,

NOTE 3:-CASH AND CASH EQUIVALENTS

June 30,
2007
In dollars $ 1,445095
In New Israeli Shekels (NIS) 207 992

§ 1,653,087
—_—

20




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars
NOTE 4:-MARKETABLE SECURITIES R
The following is a summary of available-for-sale marketable securities:
Juoe 30, 2007
Gross Graoss - :
unrealized uarealized Estimated fair
Time to maturity Cost gains losses market value
Corporate Bonds More than five years ~ § 1,884,566 § 5269 $ - $ 1889835
One to five years 637,095 642 - 637,737
Preferred stocks 1,262 085 - 31,330 1,230,755
$ 3783746 3 5911 8 31,330 _§ 3,758,327
In June 2007, the Company invested in U.S. bonds and preferred stocks with maturities of up to eight years.
NOTE 5:-OTHER ACCOUNTS RECEIVABLES
June 30,
2007
Office of the Chief Scientist $ 305954
VAT 242238
Others 34,241
$ . 582433
NOTE 6:-PROPERTY AND EQUIPMENT, NET
June 30,
2007
Cost:
Laboratory equipment § 533250
Computers and peripheral equipment 74,891
Office fumitwe and equipment 10,428
618,569
Accumulated depreciation:
Laboratory equipment 107,464
Computers and peripheral equipment 39,761
Office furniture and equipment 3,731
150,956
Depreciated cost : : § 467,613

Depreciation expenses amounted L6 $56,494 and $42,536 for the years ended June 30, 2007and 2006 respectively.

NOTE 7:-OTHER ACCOUNTS PAYABLE

Accrued payroll

Payroll institutions

Accrued vacation

Liability in respect of hedge transactions
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June 30,
2007

$ 63431
66,902
64,499
16,381

$ 211213




PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars

NOTE 8:-COMMITMENTS AND CONTINGENCIES - -

A

The subsidiary leases facilities under operating lease agrecmcms. _The average monthly payment in the Year ended June 30,
2007, is NIS 32,250 (approximately $7,500) and is linked to the Istaeli Consumer Price Index (“CPI™). In order to secure
these agreements, the subsndla:y pledged a deposit with the bank in the amount of $25,000. In addmon, the subsidiary has
opened a bank guarantee in favor of the lessor in the amount of $19,571.

Lease expenses amounted $84,117 and $39,883 for the years ended June 30, 2006 and 2007, respectively.

According 10 a supplement to the original lease agreement, signed on June 12, 2007, the subsidiary enlarged the leased area
by additional 6,900 square foot, the leasing period for the leased area is 62 months as of July 1, 2007. The monthly payment
will be $ 15,000 starting of September 1, 2007. In addition, the lessor will refund the subsndgary the renovation costs up to an
amount of NIS 650,000 (approximately $153,000). The current assets of the Company include an amount of $30,137 to be
refund by the lessor. The subsidiary may shorten the leasing period for a period of 36 months, if an advanced notice is given
in writing and an amount of NI§ 325,000 is paid.

The subsidiary leases 4 cars under operating lease agreement, which expire in November 2008, August 2009 and June 2010,
The average monthly payment is NIS 15,750 (approximately $3,700) and is linked to the CPI, In arder to secure these
agreements, the subsidiary pledped a deposit in the amount of $12,206. .

Lease expenses amounted to $32,617 and $32, 28] for the years ended June 30, 2006 and 2007, respectively.

Under the Law for the Encouragement of [ndustnal Research and Developmcnt 1984, commonly referred to as the Research
Law, research and development programs that meet specified criteria and are approved by a governmental committee of the
Office of the Chief Scientist (“OCS™) are eligible for grants of up to 50% of the project’s expenditures, as determined by the
research committee, in exchange for the payment of royalties from the sale of products developed under the program.
Regulations under the Research Law generally provide for the payment of royalties to the Chief Scientiét of 3- 5% on sales of
products and services derived from a technology developed using these grants until 100% of the dollar-linked grant is repaid.
The Company’s obligation to pay these royalties is contingent on its actual sale of such products and services. In the absence
of such sales, no payment is required. Effective for grants received from the Chief Scientist under programs approved after
January 1, 1999, the outstanding balance of the grants will be subject to interest at a rate equal to the 12 month LIBOR
applicable to dollar deposils that is published on the first business day of each calendar year. Following the full repayment of
the grant, there is no further liability for royalties. Through June 30, 2007, total grants obtained aggregate $243,190.

NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS

A,

The Company’s authorized common stock consists of 1,400,000,000 shares with a par value of $0.00001 per share. All
shares have equal voting nghts and are entitled 10 one vote per share in all matters to be voted upon by stockholders. The
shares have no pre-emptive, subscription, conversion or redemption rights and may be issued only as fully paid and non-
assessable shares. Holders of the commeon stock are entitled to equal ratable rights to dividends and distributions with respect
to the commen stock, as may be declared by the Board of Directors out of funds legally available.

On July 9, 2001, the Company issued 35,000,000 shares of cormmon stock in consideration for $2,500, which was received
on July 27, 2001.

On October 14, 2002, the Company issued 14,133,000 shares of commen stock at a price of approximately $0.007 per
common share in consideration for $100,950 before offering costs of $17,3359,

On March 19, 2003, two directors each retumed 13,650,000 shares of common stock with a par value of $0.01 per share, for
cancellation for no consideration.

On March 27, 2003 the Company’s Board of Directors authorized a 14:1 split of the common stock. Accerdingly, all
veferences to number of shares, common stock and per share data in the accompanying financial siatements have been
adjusted to reflect the stock split on a retroactive basis.

In July 2003, the Company issued an aggregate of 725,483 units comprised of 725,483 commeon stock and 1,450,966
warrants o a group of investors, for total constderation of $1,235,759 (net of issuance costs of $70,110), under a private
placement. The consideration was paid partly in the year cnded June 30, 2003 ($933,464) and the balance was paid in the
year ended June 30, 2004.
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NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT.)_ )
E.

(cont)) R |

In this placement each unit was comprised of one common stock and two warrants, the first warrant is exercisable for one
common stock at a price of $2.25 per stock, and may be exercised within one year. The second warrant is exercisable for one
common stock at a price of $2.70 per stock, and may be exercised within five years. As of June 30, 2005, 725,483 warrants
were expired unexercised.

On January 20, 2004, the Company consummated a private equity placement with a group of investors (the “investors™). The
Company issued 3,000,000 units in consideration for net proceeds of §1,272,790 (net of issuance costs of $227,210), each
unit is comprised of 3,000,000 common stock and 3,000,000 warrants. Each warrant is exercisable into one common stock at
a price of $0.75 per stock, and may be exercised until January 31, 2007. On March 18, 2004, a registration statement on Form
SB-2 has been declared affective and the ‘above-mentioned common stocks have been registered for trading. If the
effectiveness of the Registration Statement is suspended subsequent to the effective date of registration (March 18, 2004), for
more than certain permitted periods, as described in the private equity placement agreement, the Company shall pay penalties
to the investors in respect of the liquidated damages.

According to EITF 00-19, “Accounting for derivative financial instruments indexed to, and potentially setiled in, a
Company’s own stock™, the Company classified the warrants as liabilities according to their fair value as remeasured at each
reporting period until exercised or expired. Changes in the fair value of the warrants were reported in the statements of
operations as financial income or expense.

The Company éllocated the gross amount received of $1.5 million to the par value of the shares issued- (330} and to the
liability in respect of the warrants issued ($1,499,970). The amount allocated to the liability was less than the fair value of the

" warrants at grant date. On January 31, 2007 all the warrants were expired unexercised.

In addition, the Company issued 300,000 warrants to finders in connection with this private placement, exercisable into
300,000 common shares at a price of $0.75 per commeon shiare until January 31, 2007, The fair value of the warrants issued in
the amounts of $192,000 was recorded as deferred issuance costs and is amortized over a period of 3 years. On April 19,
2004, the finders exercised the warrants.

In October 2004 the Company commenced a private placement offering (“the October 2004 Agreement™)} according to which
it issued 8,500,000 units. Each unit is compromised of one common stock and one warranL The warrant is exercisable for one
common stock at an exercise price of $0.30 per stock, subject to certain adjustments. The units were issued as follows:

In November 2004, the Company issued according to the October 2004 Agreement 3,250,000 units comprised of 3,250,000
common stock and 3,250,000 warrants to a group of investors, for total consideration of $296,092 (net of cash issuance costs
of $28,908), and additionat 120,000 warrants to finders as finders’ fee.

In January 2005 the Company issued according to the October 2004 Agreement an additional 4,300,000 units for total
consideration of $425,025 (net of cash issuance costs of $4,975), and additional 90,000 warrants were isstied to finders as
finders’ fee.

In March 2005 the Company issued according to the October 2004 Agreement additional 750,000 units for total
consideration of $68,962 (net of cash issuance costs of $6,038), and additional 35,000 warrants were issued to finders as
finders’ fee.

In March 2005 the Company issued, according to the October 2004 Agreement 200,000 common shares and 200,000 share
purchase warrants to one investor for total consideration of $20,000 which were paid to the Company in May 2005.

On November 30, 2006, all the warrants were expired unexercised.

On January 24, 20035 the Company commenced a private placement offering (the “January 24, 2005 Agreement™) which was
closed on March 3, 2005 and tssued 12,000,000 units in consideration for $1,176,000 (net of cash issuance costs of $24,000).
Each unit is compromised of one common steck and one warrant. The warrant is exercisable for one common stock at a price
of 30.30 per stock.On November 30, 2006, all the warrants were expired unexercised. Under this agreement the Company
issued to finders 1,845,000 shares and 475,000 warrants with exercise price of $2.5 per stock exercisable until November
2007.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars

NOTE 3:-SHARE CAPITAL AND STOCK OPTIONS (CONT.)__ - o

1

On January 31, 2005, the Company consummated a private equity. placement offering (the “January 31, 2005 Agreement™)
with a group of investors (the “Investors™) according to which it issued 12,000,000 units in consideration for net proceeds of
$1,137,000 (net of issuance costs of $63,000). Each unit is comprised of one common stock and one warrant. Each warrant is
exercisable into one common stock at a price of $0.30 per stock. If the Registration Statement covering the Registrable
Securities was not filed as contemplated by 70 days and if the Registration Statement covering the Registrable Securities was
not effective until Augpst 31, 2005, the Company would have paid the Investor 2% of the purchase price for each 30 day
period beyond the applicable date until the filing or the registration is completed. The January 31, 2005 Agreement includes a
finder’s fee of a cash amount equal to 5% of the amount invested ($60,000) and issuance of warrants for number of shares
equal to 5% of the number of shares that were issued (600,000) wuh an exercise price of 0.1 per stock, subject to certain
adjustments, exercisable until November 30, 2006.

According to EITF 00-19, “Accounting for derivative financial instruments indexed to, and potentially settled in, a
Company’s own stock”, the Company classified the warrants as liabilities according to their fair value as remeasured at each
reporting period until exercised or expired. Changes in the fair value of the warrants will be reported in the statements of
operations as financial income or expense.

As of the date of the issuance the Company allocated the gross amount received of $1,200,000 to the par value of the shares
issued ($120) and to the liability in respect of the warrants issued ($1,199,880). Issuance expenses in the amount of $63,000
and finders fee in the amount of $144,000 were recorded as deferred issuance costs. The amount allocated to the liability was
less than the fair value of the warrants at grant date. On May 13, 2005 the Registration Statement becarne effective and the
Company became no longer under possible penalties. As such, the liability and the deferred issuance costs related to the
agreement has been classified to the Stockholders Equity as Additional Paid in Capital. As of May 13, 2005, the fair value of
the liability in respect of the warrants issued was $720,000 and the amount of the deferred issuance costs was $178,116.

On November 30, 2006, all the wartants were expired unexercised.

On March 23, 2005; the Company issued 2,400,000 shares of common stock and 2,400,000 options as a bonus to the chief
executive officer, Dr Shai Meretzki, in connection with the issuance of a Notice of Allowance by the United States Patent
Office for patent application number (9/890,401. Salary expenses of $696,000 were recognized in respect of this bonus based
on the quoted market price of the Company’s stock and the fair value of the options granted using the Black — Scholes
veluation model. On November 30, 2006, all the warrants were expired unexercised.

On February 11, 2004, the Company issued an aggregate amount of 1,000,000 common slock to a consultant and service
provider as compensation for carrying oul investor relations aclivities during the year 2004. Total compensation, measured as
the grant date fair market value of the stock, amounted to $800,000 and was recorded as an operating expense in the
statement of operations in the year ended June 30, 2004,

On November 28, 2005, 80,000 warranls, which were issued to finders as {inder fees in related to the “January 24, 2005
Agreement” were exercised to shares.

Cn January 25, 2006, 10,000 warrants, which were issued to finders-as finder fees in related to the “January 24, 2005
Agreement”, were exercised o shares.

-

Convertible Debenture

1. On April 3, 2006, the Company issued Senior Secured Convertible Debentures (the “Debentures ), for gross
proceeds of $3,000,000. [n conjunction with this financing, the Company issued 47,393,364 warrants exercisable for
three years at an exercise price of $0.075. The Company paid a finder’s fee of 10% in cash and issued 9,478 672
warrants exercisable for three years, half of which are exercisable at $0.075 and half of which are exercisable at
$0.077. The Company also issued 1,000,000 warrants in connection with the separate finder’s fee agreement related

- to the issuance of the debenture exercisable for Lhree years at an exercise price of $0.075.
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NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT.) ~.. .

N. Convertible Debenture (cont.):

la. The Debcnuu'es which mature on Apnl 3, 2008, are convemble to common shares at the lower of 75% of the
volume weighted average trading price for the 20 days prior to issuance of a notice of conversion by a holder of a
Debentures or, if while the Debenfires remain outstanding the Company enters into one or more financing
transactions involving the issuance of common stock or securities convertible or exercisable for common stock, the
lowest transaction price for those new transactions.

Interest accrues on the Debentures at the rate of 7% per annum, is payable semi- annuaily on June 30 and December
31 of each year and on conversion and at the maturity date. Interest is payable, at the option of the Company, either
(1) in cash, or (2) in shares of Common Stock at the then applicable conversion price. If the Company fails to deliver
stock certificates upon the conversion of the Debentures at the specified time and in the specified manner, the
Company will be required to make substantial payments to the holders of the Debentures.

1b. The Warrants, issued as of April 3, 2006, become first exercisable on the earliest of (i) the 65th day after issuance or
(1i) the effective date of the Registration Statement, Holders of the Warrants are entitled to exercise their warrants on
a cashless basts following the first anniversary of issuance if the Registration Statement is not in effect at the time of
exercise.

™ In accordance with EITF 00-19 “Accounting for Derivative Financial Instruments Indexed to, and potentially settded
in a Company's Own Stock™ (EITF 00-19), the Company allocated the consideration paid for the convertible
debenture and the warranis as follows:

The warrants were recorded as a liability based on their fair value in the amount of $951,467 at grant date. The
Company estimated the fair value of the warrants using a Black and Scholes option pricing model, with the
following assumptions: volatility of 83%, risk free interest rate of 4,8%, dividend yield of 0%, and an expected life
of 36 months. Changes in the fair value are recorded as interest income or expense, as applicable.

The fair value of the.conversion feature of the debentures at grant date, in the amount of $1,951 466 was recorded as a
liability,

The balance of the consideration, in the amount of $97,067, was allocated to the debentures. The discount in the amount of
$2,902,933 was amortized according the effective rate interest method over the debentures contractual period (24 months).

The fair value of the warrants issued as finder’s fee and the finder’s fee in cash amounted o $534,646 were recorded as
deferred issuance expenses and are amortized over the debentures contractual period. The Company estimated the fair value
of the warrants using a Black and Scholes option pricing model, with the following assumptions: volatility of 83%, risk free
interest rate of 4.8%, dividend yield of 0%, and an expected life of 36 months.

The Company recorded in the years ended June 30, 2006 and 2007, $67,847 and $110,703 fcspeciwaiy as financial expenses
in respect lo the discount amortization and accrued interest.

According to EITF 00-19, in order to classify warrants and options (other than employee stock options) as equily and not as
liabilities, the Company should have sufficient authorized and unissued shares of common stock 1o provide for settlement of
those instruments that may require share settlement. Under the terms of the convertible debentures dated Apnl 3, 2006, the
Company may be required to issue an unlimited number of shares to satisfy the debenture’s contractual requirements. As
such, on April 3, 2006, the Company’s warrants and options (other than employee stock options) were classified as liabilities
and measured at fair value with changes recognized currently in earnings.

Tlll November 9, 2006 all of the convertible debentures, which were issued on April 3, 2006, were converted into
193,952,201 shares. As a result an amount of § 1,787,084 was reclassified into common stock and additiona paid-in capital
as follow: from conversion of the feature embedded in convertible debenture ($1,951,466), convertible debenture ($201,974),
accrued interest (373,644) net of issuance expenses in the amount of $440,000. In addition, the warrants and options to
consultants in the amount of $476,029 and deferred issuance expenses in the amount of $378,708 were reclassified as equity.
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. NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT.)- -
N

Convertibie Debenture (cont.): -

Pursuant to an investor relation agreements dated April 28, 2006 and August 2006 the Company paid in cash an amount of §
440,000 on October 19, 2006 and issued 10,000,000 common shares on November 9, 2006 to certain service providers
following reaching certain milestones regarding the conversion of the Convertible Debenture as agreed to by the parties.

During the year ended June 30, 2007 37,304,610 of the warrants which were issued on April 3, 2006, were exercised.
15,138,261 warrants were exercised into shares in consideration for $ 1,021,833 (net of cash exercise costs of $113,537), and
22,166,349 warrants were exercised cashless into 9,334,712 shares. .

" On May 14, 2007, the Company consummated a private equity placement with a group of investors (the “investors™) for an

equity investment. The investors shall invest a minimum of $7,000,000 and wp to a maximum of $13,500,000 for shares of
the Compzny’s common stock, $.00001 par value at a per share price of $0.0125, and warrants to purchase shares at an
exercise price of $0.025 exercisable until five years after the closing date of the agreement.

As of June 30, 2007 the Company issued 625,235,040 shares of the Compahy s common stock and issued 625,235,040
warrants to purchase the Company common stock in consideration for $7,751,111 (net of cash i issuarice costs of $64,320). In
addition, the Company received § 367,969 on account of the shares and warranis.

- According to an escrow agreement signed on May 17, 2007, another investor has agreed to pay $5,000,000 in. monthly

instalments over 10 months starting six months from closing, for 400,000,000 shares and 400,000,000 warrants as pari of the
investment.

As of June 30, 2007, 100,000,000 warrants were exercised cashless for 73,306,773 shares.

As part of the investment agreement the Company issued 52,363,640 warrants to finders as finders’ fee in connection with
introducing the Company to the investors. The warrants are exercisable for five years atan exercise price of 30.0125.

On June 19, 2007, the Company entered into an investor relations agreement with American Capital Ventures lnc., whereby
Amenican Capital Ventures Inc. will provide investor relations services for a period of 6 month to the Company in
consideration for a monthly retainer and for the issuance of 1,000,000 shares of common stock of the Company. The
Company issued the 1,000,000 shares of common stock on July 17, 2007.

The Company issued 5,677,501 warrants to the investors related to the May 14, 2007 agreement as compensation to investors
who delivered the invested amount previous to the closing date of the placement. The warrants are exercisable for five years
at an exercise price of $0.0125. The Company recorded the fair value of the warrants as financial expenses in the amount of
$651,656. The fair value of these warrants was determined using the Black- Scholes pricing model, assuming a nsk free rate
of 4.8%, a volatility factor of 128%, dividend yield of 0% and expected life of 5 years.

Options to employees and cousultants:

On September 18, 2006 the Company approved allocation of an additional 15,000,000 of it common stock for the 2005
option plan,

Each option granted under the Plans is exercisable through (he expiration date of the Plan unless stated otherwise. The
exercise price of the options granted under the plan may not be less than the nominal value of the stock into which such
options are exercised. The options vest primarily over two years with & six month grace period (i.e. vesting equally monthly
during the remaining 18 months) unless other vesting schedules are specified. Any options that aré cancelled or forfeited
before expiration, become available for future grants.

On January 24, 2007 the Company reserved additional 250,000,000 of it commen stock for the 2005 option plan.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY

(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

In U.S. Dollars

NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT,) -

R.

Options to employees and consultants (cont.):
Options to employees:

On October 30, 2006 the Board of Directors decided to reduce the exercise price of the options that were granted to the
Company’s employees and directors from $ 0.1 to § 0.022. According to SFAS 123(R) modifications are treated as an
exchange of the original award, resulting in additional compensation expenses based on the differences between the fair value
of the new award and the original award immediately before modification. The incremental expenses should be cxpcnsed
over the remaining vesting period.

As a result, the Company recognized compensation expenses of $46,196 immediately for the options that were: already fully
vested and the remaining compensation expenses amounted to $7,632 will be expense through the remaining vesting period
of the options. The fair value for these options was esnmated using Black-Scholes option-pricing model.

On September 18, 2006 and October 30, 2006 the Board of Directors approved to grant to two officers a total of 8,500 000
stock options exercisable at a price of $0.022 per share. The fair value for these options at the grant date was $140,678.

On November 9, 2006 and December 27, 2006 the Company granted 6,840,000 options exercisable at a price of $0.019-
30.022 per share to the Company’s employees and duecl.ors under the 2005 Plan. The fair value for these options at the grant
date was $113,829.

On January 24, 2007 the Company granted 202,000,000 options excrcisable at a price of $0.0175 per share to the Company’s
employees and directors under the 2005 Plan. The fair value for these options at the grant date was $3,045,752

On May 17, 2007 the Company granted 21,500,000 options exercisable at a price of $0.1 per share to the Company’s
employees and directors under the 2005 Plan, The fair value for these options at the grant date was $1,933,152.

A summary of the (fcmpany's share option activity (except options to consultants) under the Plans is as follows:

Year ended June 30, 2007

Weighted
average
Weighted rematning Aggregate
Average Exercise contractual intrinsic value
Num ber Price terms (in years) price

Options outstanding at beginning of year 15,155,790 % 0.032

Options granted 238,840,000 0.025

Options forfeited (1,998,230) 0.069

Options outstanding at end of the period - ) 251,997560 § 0.025 947 § 16,809,944

Options exercisable at the end of the period 15,302978 3§ 0.025 784 § 1009586
' Options vested and expected to vest 240,162,830 % 0.025 9.47 $ 16,019,926

Intrinsic value of exercisable options (the difference between the Company’s closing stock price on the last trading day in
fiscal 2007 and the exercise price, multiplied by the number of in-the-money options) represents the amount that would have
been received by the employees and directors option holders had all option holders exercised their options on June 3G, 2007.
This amount changes based on the fair market vaiue of the Company’s stock.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
{A Development Stage Company)

NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars

NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT) -

R Options to employees and consultants (cont.): e
Options to employees (cont.):
The Company’s outstanding options to employees as of June 30, 2007, have been separated into ranges of exercise prices as
follows:
Weighted
average
Options lor remasining
Ordinary Erxercise Price Options contractual
[ssuance date Shares ___per Share Exercisable terms
January 2003-June 2005 2,587,560 § 0.022-0.12 2,587,560 392
January 2006-March 2006 11,090,000 §  0022-0.1 8,068,750 8.13
September 2006-October 2006 8500000 § 0022 2937508 9.31
November 2006-December 2006 6,820,000 § 0.019-0,022 1,709,167 9.5
January 2007 201,500,000 $ O.MNT5 - 9.58
May 2007 21,500,000 3 01 - 9.88

Compensation expenses related to options granted to employees were recorded to research and development expenses and
general and administrative expenses, as follows:

Period from

inception

through

Year ended June 30, June 30,

2007 ' 2006 2007

Research and development expenses 3 703,445 - 3 703,445
General and administrative expenses 1,682,591 - 1,682,591
£ 2386036 - $ 2386036

Options to consultants:

On October 30, 2006 the Board of Directors decided to reduce the exercise price of the options that were granted to the
Company’s consultants from 3 0.1 to $ 0.022. According to SFAS 123(R) modiftcalions are treated as an exchange of the
original award, resulting in additional compensation based on the differences between the fair value of the new award and the
original award immediately before modiftcation in the amount of $8,3135. The incremental expenses in the amount of $1,838
should be expensed over the remaining vesting period. .

On October 18, 2006 the Company granted 750,000 fully vested options to a consultant under the 2005 Plan. The grant date
fair value for these options amounts 10 $14,158. Prepaid expenses in the amount of $4,247 were recorded on June 30, 2007 in
respect of the future services, to be provided by the consultant.

On December 27, 2006 the Company granted 1,000,000 options to a consultant under the 2005 plan The grant date fair value
for these options amounts to $19,264.

On January 24, 2007 the Company granted 10,500,000 opticns exercisable at a price of $0.0175 per share to the Company’s
consultants under the 2005 Plan. The fair value for these options at the grant date was $171,456.

On January 28, 2007 the Company entered into a consulling agreement. According to the agreement the Company granted
the consultant 5,000,000 fully vested warrants to purchase 5,000,000 shares of the Company's common Stock at an exercise
price of $0.0125 per share effective upon signing the contract, and 5,000,000 warrants to purchase 5,000,000 shares of the
Company’s common stock at an exercise price of $0.0125 per share, if the contract is renewed beyond -the initia] six month
period and effective on August 1, 2007. All warrants will be exercisable for 3 years, The warrants were granted not under the
option Plac.
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In U.S. Dollars

NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT.) ~_~__

R Options to employees and consultants (cont.):
Options to consultants {cont. ):
The fair value for the fully vesied opiions at the grant date was $80,964.

Prepaid expenses in the amount of $13,494 were recorded on June 30, 2007 in respect of the future services, to be'prdvided
by the consultant.

On May 17, 2007 the Company granted 9,500,000 options exercisable at a price of $0.1 per share to the Company’s
consullants under the 2005 Plan. The fair value for these options at the grant date was $1,255,157.

In eddition, on May 17, 2007 the Company granted 4,500,000 options exercisable at a price of $0.1 per share lo the
Company’s consullant not under the option Plan. 2,500,000 options will be vested on October 2007 and the rest on April
2008. The fair value for these options at the grant date was $338,147.

The Company accounted {or its options to consultants under the fair value method in accordance of SFAS 123 and EITF
96-18. The fair value for these options was estimated using Black-Scholes option-pricing model with the_following
weighted-average assumptions: risk-free interest rates of 4.56- 4.91%, expected dividend yield of 0%, expectcd volanhty of
114%-134%, and a weighted-average contractual life of the options of up to 10 years.

A summary of the Corapany’s share option activity related to options to consultants under the Plans is as follows:

Year ended Jure 30, 2007
Weighted
.Vﬂ'.gﬁ
Weighted remaining Aggregate
Average Exercise contractual intrinsic value
Number Price terms {in years} price

Options outstanding at beginning of year 1,769,182 % 0.071
Options granted 31,250,000 0.054
Options forfeited (100,000) 0.1

Options outstanding at end of the period 32919,189 % 0.055 738 3 1,381,150

Options exercisable at the end of the period 7,319,196 0.026 349 § 531,251
Options vested and expected to vest 34,364,189 % 0.048 667 % 1,711,530

L

The Company’s outstanding options to consuliants as of June 30, 2007, have been separated into ranges of exercise prices as
follows:

Weighted
average
rematning
Options for Exercise Price Options contractual
Issuance date Ordinary Shares per Share Exercisable terms

December 31, 2003 169,189
October - November, 2005 - 250,000
January 17, 2006 1,250,000
Oclober 18, 2006 750,000
December 27, 2006 1,000,000 0.019 250,000 9.5
January 24, 2007 10,500,000 0.0175 - 9.58
January 28, 2007 5,000,000 0.0125 5,000,000 2.58
May 17, 2007 14,000,000 0.1 - 7.63

0.4 169,189 098
0.022-0.13 250,000 092
0.022-0.1 900,007 8.28
0.022 750,000 33
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars B

NOTE 9:-SHARE CAPITAL AND STOCK OPTIONS (CONT.)- - _

R. Optioas to employees and consultants (cont): -
Options to consultants (cont. ):
Compensation expenses related 1o options granted to consultants were recorded to research and deveiopment expenses, as

foliows:
Period from
inception
Yeur ended June 30, through June 30,
1007 2006 2007
Rescarch and development expenses 669,304 $ 114800 § 2,129,756
General and administrative expenses 250,534 - 250,534
919838 § 114800 3 2380729
NOTE 10:-RESEARCH AND DEVELOQPMENT COSTS
Year ended June 30,
2007 2006
Stock-based compensation to employees and consultants $ 137127149 % 114,800
Salarics and employees related costs . 803,833 625,728
" Subcontractors and consultants 214,687 311,181
Materials and disposal components - 281,497 144 765 ]
Other " 411,840 285,008

$ 3084,606. $ 1,481482

NOTE 11:-GENERAL AND ADMINISTRATIVE EXPENSES
Year endod June 30,

2007 2006
Stock-based compensation to employees and consultants $ 1,933,125 % -
Salaries and employcees related costs 790,728 409,502
Professional services 753,256 474,408
Other 248,675 149,580

$ 3725784 § 103349

NOTE 12:-KNOW HOW WRITE-OFF

On May 5, 2003, the Company entered into a license agreement (“License Agreement”) with the Weizmann Institule of
Science, the Technion-Israel Institate of Technology, Shai Marezki and other individual 1o acquire an exclusive license for an
innovative stem cell production technology. Under the License Agrecment, the Company has paid $400,000 and committed
lo pay royalties based on its future sales or rights distribution transactions, Also, the licensors of the License Agreement had
an option to assign all of their patent rights in the License Agreement o the Company in exchange for an aggregate of 5% of
the fully diluted share capital of the Company. This option may only be exercised within a 60-day period commencing from
the date when the Company notifies the licensors that the market capital of the Company has exceeded $25,000,000. The
option will expire if it is not exercised within this peried. On February 26, 2007 and on March 26, 2007 the Company has
sent notification to the Licensors that the market capital of the Company has exceeded $25,000,000.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
{A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

" In U.S. Dollars

NOTE 12:-KNOW HOW WRITE-OFF (CONT.) T

On May 15, 2007, the Company ecntered into an Assignment Agreement with the Weizmann Institute of Science, the
Techmion-Israc! Institute of Technology, Shai Marezki (Chief Technology Officer of the Company and a shareholder) and
other individual (“Assignors™) to acquire the technology for an innovative stem cell production and the Patent as defined in
the exclusive licenses agreement from May 5, 2003. According to the Assignment Agreement, the Assignors have agreed to
assign their rights in the Patent in considerstion for approximately $2 million in cash (5% of the Company’s value at the
assign day). Shai Marezki’s share amounted 10 $367,969. In addition, the License Agreement shall be terminated and the
Corapany is released from any obligation to pay to the Assignors any future royalties.

The Company expensed the cost of the purchased technology and patent.

On the same date, certain Assignors entered into an investment agreement with the Company for an amount of $794,562 (see
Note 9 (0)).

NOTE'13:-FINANCIAL EXPENSES (INCOME), NET

For the period
from May 11,
2001 {date of
- incorporation)
Year ended June 30, through June 30,
2007 2006 2007
Foreign currency translation differences 3 16,153 § 3126 3§ 39,813
Interest on short-term bank credit and bank’s expenses 14,374 5,217 33,214
Interest accrued on know-how licenses 3,600 18,791 68,572
Interest income on deposits (39,099) (42,607 (110,632)
" Deferred issuance expenses amortization 168,227 205,081 604032
Discount amortization - 87,688 17,217 104,505
[nterest expenses of debenture 23,015 50,630 - 73,644
Change in fair value of warrants (716,214) (150,000) (2,696,064)
Income from marketable securities (32,526) - (32,526}
Interest expenses related to warrants issued to investors 651,696 - 651,696
Expenses of hedging instruments 14,421 - 14,421

3 191,335 § 107,455 § (1,248,925

NOTE 14:-INCOME TAX

A. Tax laws applicable to the companies:
i The Company is taxed under U.S. tax laws.
2. The subsidiary is taxed under the Israeli income Tax Qrdinance and the Income Tax (Inflationary Adjustments)

© Law, 1985: (“the law™).
According to the law, the subsidiary’s results for tax purposes are measured based on the changes in the Israeli CPI.
B. Tax assessments: '

The Company and the subsidiary have not received final tax assessments since its incorporation.
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PLURISTEM LIFE SYSTEMS INC. AND ITS SUBSIDIARY
(A Development Stage Company)

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
In U.S. Dollars

NOTE 14:-INCOME TAX (CONT.) - ' T

C. Tax rates applicable to the Group: o -
L. The subsidiary -

Until December 31, 2003, the regular tax rate applicable to income of the subsidiary was 36%. In June 2004, an

amendment to the [ncome Tax Ordinance (No. 140 and Temporary Provision), 2004 was passed by the “Knesset”
: (Israeli partiament) and on July 25, 2005, another law was passed, the amendment to the Income Tax Ordinance
| (No. 147) 2005, according to which the corporate tax rate is to be progressively reduced to the following tax rates:
| 2005 - 34%, 2006 - 31%, 2007 — 29%, 2008 -27%, 2009 -~ 26%, 2010 and thereafter — 25%,

The above amendment did not have an effect on the subsidiary’s financial position and results of operations,
2. The Company:

The tax rates applicable to the Company whose place of incorporation is the U.S. are corporate (progressive) tax at
the rate of up to 35%, including State tax and Local tax which rates are dependent on the country and city in which
the Company will conduct its business.

According to the tax. laws applicable to Istaeli residents, dividend received from a foreign resident company is
subject to tax in Israel at the rate of 25% in the hands of its recipient. According to the tax laws applicable in the
U.5., tax at the rate of 30% is withheld and, based on the treaty for the avoidance of double taxation of Israel and the
U.S5., it may be reduced to either 25% or 12.5% (deperdent on the identity of the shareholder). To enjoy the benefits
of the tax treaty, certain procedural requirements need to be satisfied.

D. Carryforward losses for tax purposes

In the year ended June 30, 2007 the main recenciling jlems from the statl-nory tax rate of the Company (29%-31%) to the
effective tax rate (0%) is carryforward tax losses for which a full valuation allowance was provided.

Carry forward tax logses of the Company total approximately $4,800,000 as of June 30, 2007. According to the tax laws in
the U.S., these losses may be gradually carried forward until 2024. Carry-forward tax losses of the subsidiary in Isracl, total
approximately $4,500,000 as of June 30, 2007. Since the Company and its subsidiary have a history of losses it is more likely
than not that the deferred tax regarding the loss carryforwards will not be utilized in the foreseeable future, consequently, a
valuation allowance was set against the tax assets arising from thesc losses.

Utilization of U.S. net operating losses may be subject to a substantial annual limitation due to the “change in ownership”
provisions of the Internal Revenue Code of 1986 and similar state provisions. The annual limitation may result in the
expiration of net operating losses before utilization. :

NOTE 15:-TRANSACTIONS AND BALANCES WITH RELATED PARTIES

Balances with related partics:

Sune 30,
2007 2006
Know-how licensors (included current maturities) . $ - &8 37,500
Accrued expenses ) $  @nn $  (2452)
Salary expenses 5 188420 § 164,802

These balances and transactions refer to Mr, Meretzki, as a result of the shares issuance during year 2007, he is not considered a
related party as of June 30, 2007,

NOTE 16: SUBSEQUENT EVENTS
As of August 29, 2007, an addition amount of $241,600 was received in connection with May 14, 2007 investment agreement.

#HHHH
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.
None
Item 8A. Controls and Procedures

As required by Rule 13a-15 under the Exchange Act, we have camied out an evaluation of the effectiveness of the design and
operation of our company's disclosure controls and procedures as of the end of the period covered by this annual report, being June
30, 2007. This evaluation was carried out under the supervision and with-the participation of owr company's management, including
our company’s president and chief executive officer. Based upon that eVahiition, our company s president and chief executive officer.
concluded that concluded that our disclosure controls and procedures are effective as of the end of the period covered by this report.
There have been no changes in our internal controls over financial reporting that occurred during the period covered by this report that
have materially affected, or are reasonably likely to materially affect our internal controls over financial reporting.

Disclosure controls and procedures are controls and other procedures that are designed to ensure that information required to be
disclosed in our company’s reports filed or submitted under the Exchange Act is recorded, processed, summarized and reported,
- within the time periods specified in the Secugities and Exchange Commission’s rules and forms. Disclosure controls and procedures
include, without imitation, controls and procedures designed to ensure that information required to be disclosed in our company’s
reports filed under the Exchange Act is sccumulated and communicated to management, including our company’s president and chief
executive officer as appropriate, to allow timely decisions regarding required disclosure.

Item BB. Other Information
Subsequent Events

Om June 19, 2007, we entered inte an investor relations agreement with American Capital Ventures Inc., whereby American Capital
Ventures Inc. will provide investor relations services to our company in consideration for 2 monthly retainer and for the issuance of
1,000,000 shares of common stock of our company. We-issued the 1,000,000 shares of common stock on July 17, 2007 to American
Capital Ventures Inc. relying on Rule 506 of Regulation D promulgated under the 1933 Act.

On July 12, 2007, we entered into an investor relations agreement with CEQcast, Inc., whereby CEOcast, Inc. will provide investor
relations services to our company in consideration for monthly retainer and for the issuance of 1,000,000 shares of commeon stock of
our company. The -Board of Directors has approved the grant on August 29, 2007, We did not yet issue the 1,000,000 shares of
commton stock yet to CEQOcast, Inc. We intend to issue the shares of common stock relying on Rule 506 of Regulation D promulgated
under the 1933 Act.

On August 1, 2007, the board increased the salary of Zami Aberman, our Chief Executive Officer and President, to $20,000 per
month,

On August 29, 2007, our board of directors increased the number of options available under our 2005 stack option plan by
100,000,000 shares (o total 380,000,000 options total.

PART III

Item 9. Directors, Executive Officers, Promoters, Control Persons and Corporate Governance; Campliance With Section 16(a)
of the Exchange Act.

As at June 30, 2007 our directors and executive offtcers, thetr ages, positions held, and duration of such, are as follows:

Name Position Held With Company Agpe Date First Elected or Appointed
Zami Aberman Chicf Executive Officer, 54 September 26, 2005
President and Director November 21, 2005
Yaky Yanay Chief Financial Officer, Sccretary 36 November 1, 2006
. Ora Burger Vice President, Development 40 QOctober 26, 2005
Dr. Shai Meretizki Chief Technology Officer 39 October 17, 2004
Doron Shorrer Director 54 October 2, 2003
Hava Meretzki Director 39 October 2, 2003
Isaac Braun Director 54 July 6, 2005
Israel Ben-Yoram Director 44 January 26, 2005
Mark Germain Director 57 May 17, 2007
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Business Experience

The following is a brief account of the education and business experience of each director and executive officer during at least the past
five years, indicating each person’s principal occupation during the period, and the name and principal business of the organization by
which they were employed.

Zami Aberman - -

Mr. Aberman became our Chief Executive Officer and President on Septcm'ﬁ;r 26, 2005 and a director of our company on November
21, 2005. Mr. Aberman became owur acting Chairman of the Board on April 3,.2006. Mr. Aberman has 20 years of Expencnce in
Marketing and Management in the Hi-Tech Industry. He held Chief Executive and Chairman positions in Israel, the USA, Europe.
Japan and Korea. He operated within high-tech: global compantes in the fields of Automatic Optical Inspection, network security,
Video over IP, software, chip design and robotic markets. Mr. Aberman serve as the chairman of Rose Hitech Ltd., a private
investment company;, as chairman of VL Scem Ltd., a private company specializing in video compression for HDTV and video over IP
and as a director of On Software Ltd., involved in data management. Before those positions he served as the President and CEO of
Eibit Vision Systems), a public company traded on the QTCBB market (EVSNF.OB) which supplies inspection systems for ‘the
microelectronic industry. As well, Mr. Aberman served as President and CEQ of Netect Ltd specializing in the ficld of Internet
security software, he was the Co-Founder, President and CEO of “Associative computing Ltd, developing an associative parallel
processor for real-time video processing, he served as chairman of Display Inspection Systems Inc specializing in laser based
inspection machines and he served as President and CEO of Robomatix Technologies Ltd, a public company (RBMXF.OB).

In 1992, Mr. Aberman was awarded the Rothschild Prize for excellence in his field from the President of the State of [srael, Aberman
holds a B.Se¢. in Mechanical Engineering from Ben Gurion University in [sracl.

Yaky Yanay
Mr. Yanay was appointed as our Chief Financial Officer and Secretm;y on‘Novembcr 1, 2006.

Prior to joining Pluristem, Mr. Yanay was the Chief Financial Officer of Elbit Vision System Ltd (EVSNF.0OB) a company engaged in
automatic optical inspection. Mr. Yanay served as a manager of audit groups of the technology sector at Emst & Young Israel from
1999 to 2002. He sexved in the [sraeli Ministry of Foreign Affairs from 1993 to 1999. Mr. Yanay holds a bachelor’s degree with an
hortour in business administration and accounting from the college of management studies.in Rishon Le Zion, Israel and is a Certified
Public Accountant in Israel.

Dr. Orn Burger

: Dr Burgcr was appointed as our Vlce President, Development on October 26, 2005. Dr. Burger was recruited to Plunswm in 2003 to
promote the research of hemapoietic siem cells (H5C) growing and expanding in a physiological like microenvironment 3-D culture in
our company* novel PlunX(TM} bioreactor. She was subsequently promoted to manage tumkey projects in research and development
-specifically the production of transplantable HSC using a 3-D biodegradable scaffolding platform in the PluriX(TM) bioreactor. This
project is cosponsored by the Chief Scientist of the Israeli Ministry of Industry and Trade under the most prestigious “Magneton™
grant program directed toward facilitating technology transfer to the forefront of innovation from the University to leading high-
technology and biotechnology companies. .

Prior to joining cur company, Dr. Burger served as a Research and Development Advisor in several emerging-growth biotechnology
companies validating technologies for further development. She acted as Director of Research and Development for Diagnostic
Technology where she led the development of ELISA kit, intended for the prenatal diagnose of pregnancy complications such as
preeclampsia, preterm delivery and fetal growth restriction

. Dr. Burger holds a B.A. and MSc. in plant sciencé from the faculty of agronomy of the Hebrew University and a DSc. in
Biotechnology Engineering from Technion. She completed postdoctoral training at Technion and Tel Aviv University, Sackler School
of Medicine, working on therapeutic models to cure the damage of Helicobacter pylori, a bacterial infection which causes ulcers,
gastritis, and gastric cancer. Her work was recently re-illuminated following the 2005 Nobel Prize in Medicine 1o the scientists who
discovered the clinical central importance of the subject: Ulcer Derived from Bacterial Infections. Dr. Burger was until recently a
lecturer in Biotechnology and Food Engineering Faculty at the Technion institute,

Dr. Shai Meretzki

Dr. Shai Meretzki was the founder and is the chief technology officer of our wholly owned subsidiary, Pluristem, Ltd. He received his
Ph.D. in biotechnology at the Technion-Israel Institute of Technology in 2002. Dr. Meretzki has conducted extensive research on the
subject of stem cell expansion. His research project for his Ph.D. thesis was “Stationary packed bed bioreactor for propagation of
transplantable human haemopoietic stem cells.” From 1995 to 1996, Dr. Meretzki was employed al the Department of Chemical
Engineering at the Technion-Israel Institute of Technology. From 1997 to 2001, he was an instructor teaching medical students cell
biology and hematology at the Rappaport Faculty of Medicine in Haifa, Israel. From 2001 to 2002, Dr. Merezki was in charge of
biclogical and chemical research and development for Polyheal, Ltd. in Nesher, Israel.
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Doron Shorrer

Mr. Shorrer was appointed a director on October 2, 2003. Mr. Shorrer, ISR (CPA) was Chairman of the Board of Phoenix Insurance
Company, one of the largest insurance companies in Israel and Mivtachim Pension Benefit Group, the largest pension fund in Israel.
Prior to these positions, Mr. Shomrer held senior appointments that included Arbitrator at the Claims Resolution Tribunal for Dormant
Accounts in Switzerland; Economic and Financial Advisor, Commissioner of Insurance and Capital Markets for the State of Israel;
Member of the board of directors of “Nechasim™ of the State of Isracl, Member Committee for the Examination of Structural Changes
in the Capital Market (The Brodet Committec), General Director of the Ministry of Transport, Co-Founder and director of an
accounting firm with offices in Jerusalem, Tel-Aviv and Haifa, Member of the Lecture Staff of the Amal School Chain; Chauman of a
Public Committee for Telecommunications; and Economic Consultant to the Ministry of Energy.

Among many arcas of expertise, Mr. Shorrer formulates, implements and administers business planning in the private and institutional
sector in addition to consulting on economic, accounting and taxation issues to a large audience ranging from private concems o
government ministries. Mr. Shorrer holds a B.A. in Economics and Accounting and an M.A. in Business Administration
(specialization in finance and banking) from the Hebrew University of Jerusalem and is a Certified Public Accountant (ISR).

Hava Meretzki

Ms. Meretzki was appointed a director on October 2, 2003. Ms. Meretzki, Adv. is a partner in the law firm of Ben-Noun Meretzki in
Haifa, Israel. Ms. Meretzki specializes in civil, rade and labor law and is presently Vice-Chairman for the National Council of the
Israel Bar Association. Ms. Meretzki previously was a director of the Israel Electric Company. Ms. Meretzki received a Bachelors
Degree in Law from the Hebrew University in 1991, and in 1992 was admitted to the [srael Bar Association.

Isaac Braun

Mr. Braun was appointed a director on July 6, 2005. Mr. Braun is a business veteran with entrepreneurial, industrial and
manufacturing experience. He has been a co-founder and board member of several hi-tech start-ups in the areas of e-commerce,
security, messaging, search engines and biotechnology. Mr. Braun is involved with advising private companies on raising financing
and business development,

Israel Ben-Yoram

Mr. Ben-Yoram was appointed a director on January 26, 2005. Mr. Ben-Yoram has been a director and partaer in the accounting firm
of Mor, Ben-Yoram and Partners in Israel since 1985 to present. This accounting firm cwrrently employs over 15 employees in the
field of auditing, consulting, and accompanying projects. Since 1992 to present, Mr. Ben-Yoram has also served as a shareholder and
the head director of Mor, Ben-Yoram Ltd., a private company in Israel in parallel to the operation of the Mor, Ben-Yoram and
Partners accounting firm. This company provides management services, economic consulting services and other professional services
to businesses. Mr. Ben-Yoram reccived a B.A. in accounting from the University of Tel Aviv, an M.A. in Economics from the Hebrew
University of Jerusalem, an LLB and an MBA from Tel Aviv University and an LLM from Bar [lan University.

Mark Germain

Mr. Genmnain was appointed as Co-Chairman of the Board of Directors on May 17, 2007. Mr. Germain is the Managing Director of
The Olmsted Group, LL.C, a merchant bank serving primarily the biotech and life sciences industries. He has been involved as a
founder, director, Chairman of the Board of, and/or investor in over twenty companies in the biotech field, and assisted many of them
in arranging corporate partrerships, acquiring technology, mergers and acquisitions and financings. He graduated New York
University School of Law in 1975, Order of the Coif, and practiced corporate and securities [aw before leaving for the private sector in
1986. Since then, and until he entered the biotech field in 1991, he served in senior executive capacities, including as president of a
public company sold in 1991. Among the public biotech companies Mr. Germain is a director of Wellford Real Properties, Inc. and
chairman of its audit committee and a director of Stem Cell Innovations, Inc. On May 17, 2007,

Sigm]"?'cant Employees
We currently do not have any significant employees aside from our directors and officers.
Family Relationships

Shai Meretzki, the founder and chief technology ofTicer of our wholly owned subsidiary, Pluristem, L.td. and Hava Mereteki, one of
our directors, are husband and wife.
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Audit Commiitee and Audit Commitiee Financial Expert

On October 2, 2003, our board of directors created an audit committee and adopted an audit committee charter. On July 6, 2005 we
appointed Hava Meretzki, Israel Ben-Yoram and Isaac Braun as members of our Audit Committee. However, our board of directors
has determined that we do not have a member of our audit committee that qualifies as an “audit committee financial expert™ as defined
in Item 401(¢) of Regulation 5-B. Mr. Israel Ben-Yoram and Mr. Isaac Braun are “independent” as the term is used in Item 7(d)3)iv)
of Schedule 14A under the Securities Exchange Act of 1934, as amended: Ms. Hava Meretzki is not considered independent as she is

married to our former Chief Executive Officer and the founder and chief technology officer of our wholly owned subsidiary,

Pluristem, Ltd., Dr. Shai Meretzki. We believe that the members of our audit committee are collectively capable of analysing and
evaluating our ﬁnancaal statements and understanding internal controls and procedures for financial reporting. Durmg the fiscal year
2007, the audit cormittee met a total of 6 times.

Other Committees of the Board

On October 2, 2003, our board of directors also created a compensation committee and a corporate governance committee. Our board
of directors adopted a compensation committee charter and appointed Doron Shorrer and

Hava Meretzki as members of our compensation committee. Gur board of directors also adopted a corporate governance committee
charter and appointed Doron Shorrer and Hava Meretzki as members of our corporate governance committee

Involvement in Certain Legal Proceedings
Our directors, executive officers and control persons have not been involved in aay of the following events during the past five years:

1. any bankruptcy petition filed by or against any business of which such person was a general partner or executive officer either at the
time of the bankruptcy or within two years prior to that time;

2. any conviction in a criminal proceeding or being subject to a pending cnmmal proceedmg (excluding traffic violations and othér
minor offences),

3. being subject to any order, judgment, or decree, not subsequently reversed, suspended or vacated, of any court of competent
Jjunisdiction, permanently or temporarily enjoining, barring, suspending or otherwise limiting his involvement isi any type of business,
securities or banking activities; and

4. being found by a court of competent jurisdiction (in a civil action), the Commission or the Commodity Futures Trading

Commission (o have violated a federal or state securities or commodities law, and the judgment has not been reversed, suspended, or
vacated. o

Code of Ethics

Effective October 2, 2003, our board of directors adopted a Code of Business Conduct and Ethics that applies to, among other persons,
‘members of our board of directors, our officers including our Chief Executive Officer (being our principal executive officer) and our
Chief Financial Officer (being our principal financial and accounting officer), contractors, consultants and advisors.

Our Code of Business Cenduct and Ethics is filed with the Securities and Exchange Commission as Exhibit 14.1 to the annusal report
for the year ended June 30, 2005. We will provide a copy of the Code of Business Conduet and Ethics to any person without charge,
upon request. Requests can be sent to: Pluristem Life Systems Inc. cla Clark Wilson LLP, Suite 800 — 885 West Georgia Street,
Vancouver, British Columbia, V6C 3HI1,

Section 16(a) Bengficial Ownership Compliance

Section 16(a) of the Securities Exchange Act requires our executive officers and directors, and persons who own more than 10% of
our common stock, to file reports regarding ownership of, and transactions in, our securitics with the Securities and Exchange
Commission and to provide us with copies of those filings. Based solely on our review of the copies of such forms received by us, or
writlen representations from certain reporting persons, we believe that during fiscal year ended June 30, 2007, all filing requirements
applicable to its officers, directors and greater than ten percent beneficial owners were complied with, with the exception of the
following:

Number of Number of Transactions Failure to File
Name Late Reports ; Not Reported on a Timely Basis Requested Forms
Yaky Yanay"® 2 3 Nil
Mark Germain'” 1 1 Nil

) The named officer, director or greater than 10% stockholder, as applicable, filed a late Form 3 — Initial Statcment of Beneficial
Ownership of Securities.
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@ The named officer, director or greater than 10% stockholder, as applicable, filed a late Form 4 -

Initial Statement of Beneficial

Ovwmnership of Securities,

Item 10. Executive Compensation.

The following table shows the particulars of oompensauon paid to the followmg persons, where applicable, for the year ¢nded June

30, 2007:
(@
(b)

©

- our principal executive officer;

each of our two most highly compensated executive officers who were serving as executive officers at. the year
ended June 30, 2007, and,

up to two additional individuals for whom disclosure would have been provided under (b) but for thie fact that the
individual was not serving as our executive officer at the end of the most recently completed financial year,:

who we will collectively refer to as the named executive officers:

SUMMARY COMPENSATION TABLE
Changein
Pension
Non- Value and
Equity Nongualified
Incentive Defesred All .
. QOption Plan Compeusation Otber
v Salary Bonus Options Awards |Compensation) Earnings  {Coinpensation Total
Name and Principsl Position Year 3) (5} granted EX5) ) &) 3) 3)
Zami Aberman( . i .
hiof Exaoutive Offices 2007 | 181,619 | 223,742 | 56,000,000 | 853202 Nil Nil Nil 1,258,563
Yaky Yanay® . .
hicf Financial Officer 2007 | 93,389 {103,555 | 12,500,000 192,156 Nil Nil 50,000 439,100
ossi Keret® . . . . . .
o rmer Chief Financial Officer 2007 | 40,566 Nil Nil Nil Nil }-w'll Ni! 40,566
Shai Mcrotzki % -
Chicf Technology Officer, 2007 | 188,240 Nil 10,250,000 154,937 Nil Ni 250,000 593,177
Pluristem, Lid. ’

(1) Zami Aberman has served as our Chief Executive Officer since September 26, 2005.

2} Yaky Yanay has served as owr Chief Financial Officer since November 1, 2006. On May 14, 2007 Mr. Yanay
participated in the equity investment, and received 4,000,000 shares and 4,000,000 options, vested immediately,
exercisable at $0.025 per share for five years.

3) Mr. Keret served as our Chief Financial Officer from May 30, 2004 to Oclober 16, 2006.

“) Mr. Meretzki has served as our Chief Technology Officer since September 26, 2005. On May 14, 2007 Mr. Meretzki
participated in the equity investment, and received 20,000,000 shares and 20,000, 000 options, vested immediately,
exercisable at $0.025 per share for five years.

(5 The doilar value recognized for the stock option awards was determined in accordance with SFAS123(R). For a

disclosure of the assumptions made in the valuation please refer 1o footnote 2(i} in our financial statements filed
under {tem 8 of this Annual Report on Form 10K-SB.

There are no written employment or consulling agreements between our company and any of our directors and executive officers,
except for the following: )

(a)

a consulting agreement dated September 26, 2005 with Zami Aberman, under which Mr, Aberman is paid an equiv'alent of

1US313,000 per month in New Isracli Shekels at the then current exchange rate plus Value Added Tax; On September 18,
2006, the Board of Directors approved an update of Mr. Aberman consulting agreement as follows: From September 2006,
the monthly payments will be in the amount of $15,000 + VAT, The Dollar rate will be not less then 4.35 Dollar per NIS.

®

an agreemeal wath Yaky Yanay dated November 1, 2006, under which Mr. Yanay is paid 35,500 New Israeli Shekels per

month (US38,355 at a conversion rate of 4.249 NIS to the $US). Mr. Yanay is provnded with a cellular phone and a company
car pursuant to the terms of his agreement. ’
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(¢}  aconsulting agreement dated November 24, 2005 with Meretzki Consulting Ltd., a company incorporated under the laws of
the state of Israel and wholly owned by Dr. Shai Meretzki, under which Meretzki Consulting Ltd. is paid'a monthly retainer
" of 60,000 New Isracli Shekels (314,121 USD at current exchange rate) plus Value Added Tax. Dr. Shai Meretzki is provxded

with a cellular phone and a company car pursuant to the terms of the consulting agrcemcnt.

) an agreement with Yossi Keret dated March 28, 2004, under which Mr. Keret is paid 35 500 New Israeli Shekels per month
(US$8,355 at a conversion rate of 4.249 NIS to the $US). This: agreemem terminated upon the resignation of Mr. Keret as our
Chief Financial Officer; -

Armangements and plans to provide pension, retirement or similar benefits for directors or executive officers will be decided upon by
the compensation committee. We do not have any material bonus or profit sharing plans pursuant to which cash or non-cash
compensation is or may be paid to our directors or executive officers, except that we have agreed to pay Mr. Aberman two (2%)
percent and to Mr. Yanay up to 1.4% of any financings we conduct through August 2007. We have no plans or arfangements in
respect of remuneration received or that may be received by our exccutive officers to compensate such officers in the event of
termination of employment (as a result of resignation, retirement, change of control} or a change of responsibilities following a change
of control, where the value of such compensation exceeds $60,000 per executive officer, except Dr, Shai Meretzki, whose termination
provisions provide for 6 months™ payment on termination, which at current salary would total approximately $120,000. Additionally,
Mr. Aberman’s stock options fully vest upon a change of control.

Pension, Retirement or Similar Benefit Plans

There are no amrangements or plans in which we provide pension, retirement or similar benefits for directors or executive officers. Our
directors and executive officers may receive stock options at the discretion of our board of directors in the future, We do not have any
material bonus or profit sharing plans pursuant to which cash or non-cash compensation is or may be paid to our directors or executive
officers, except that stock options may be granted at the discretion of our board of directors from time to time. We have no plans or
arrangements in respect of remuneration received or that may be received by our executive officers to compensate such officers in the
event of termination of employment (as a result of resignation, retirement, change of control) or a change of responsibilities following
a change of control.

Option Grants

The closing balance of stock options, stock that has not vested and stock through equity incentive plan for our named executive
officers for the year ended June 30, 2007, is set out in the following table:

- _OUTSTANDING EQUITY AWARDS AT FISCAL YEAR-END
Option Awsrds Stock Awards
Equity
Equity Incentive Equity
Incentive Plan Awards: Incentive
Plan Number of | Plan Awards: |’
Awards: Market Unearned Market or .J
Number of Number of Number of Number | Value of | Shares, Units [Payout Value o
Securities Securities Securities of Shares | Shares or Other Unearned
Underlying | Underlying | Underlying or Units | or Units Rights  [Shares, Units or|
Unexercised | Unexercised | Unexercised Oplion of Stack | of Stock | ThatHave | Other Rights
Options Options Unearned Exercise Option That Have [That Have Not That Have
()] [C)) Options Price Expiration Not Vested |Not Vested Vested [Not Vested
Name Exercisable | Unexercisable {#) (8) Date (#) 5) {h 3)
Zami Aberman| 20,395,833 40,104,167 Nit 0.0175-0.022 1/2016-1/2017 Nil Nl Nil Nil
Yaky Yanay | 4,062,502 8,437,498 Nil 0.0175-0.02 9/2016-1/2017 Nil Nil Nil Nil
Shai Meretzki | 4,638,670 7,562,500 Nil 0.0175-0022 172013-172017 Nil Nil Ni} Nit
Doron Shorrer | 3,315,749 8,535421 Nil 0.0175-0.1 5/2013-5/2017 Nil Nil Nil Nil
Hava Merctzla | 3,044,627 5,493,750 Nil 0.0175-0.022 5/2013-1/2017 Nil Nil Nil Nil
Isaac Braun 2,790,844 5,493,750 Nl 0.0175-0.022 5/2013-1/2017 Nil Nil Nil Nil
Isracl Ben-
Yomm 2,861 339 5,493,750 Nil 0.0175-0.022 5/2013-1/2017 Nil Nil Nil Nil
Mark Germain | 14,583,333 35,416,667 * Nil 0.0175 12017 Nil Nil Nil Nil

Aggregated Option/Exercises in Last Fiscal Year and 2007 Fiscal Year End Option/Values

During the fiscal year ended June 30, 2007, no stock options were exercised by our named executive officers.

Long-Term [ncentive Plans-Awards in Last Fiscal Year

We have no long-term incentive plans, other than the Stock Option Plan described below.
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A
Stock Option Plan

On Noventber 25, 2003, we adopted our 2003 Stock Option Plan, under which options to purchase up to 4,100,000 shares of our

commen stock can be granted to our directors, officers, employees and consultants. We granted a total of 3,645,780 options on

December 30, 2003 with varions exercise prices and expiration dates, to directors, officers, employees and consultants. On June 10,

2004 the former chicf executive officer left our company and 156,734 of her options expired and were returned to the option pool. On

July 6, 2004 we granted 451,170 options to the company*s new chief financial officer. On July 22, 2004 we granted 500,000 options

excrcisable at a price of $0.40 per share until July 22, 2014 outside of our stock option plan. These options and an additional 500,000
options included in the 2003 Stock Option Plan cxpu'ed unexercised, on March 30, 2005.

On February 15, 2005 we granted 70,495 options to Mendi Ze'evi, our former director and chief executive officer, cXCl‘ClS&ble ata
price of $0.30 per share umtil February 15, 2008, On January and June 2005 we granted 239,683 to two of our directors, exercisable at
a price of $0.12 per share until May 1, 2013, Until June 30, 2007, several of our employees left our company and 1,493 645 options
expired and were returned to the option pool.

On October 1, 2005 our company granted 100,000 options to a consultant, the options are vested 25% on issue and 25% every 4
months thereafier, exercisable for 2 years at an exercise price of $0.13 per share.

On November 11, 2005 our company granted 150,000 options to a consultant, the oplions are exercisable for 3 years,
On june 30, 2007, there were 1,093,251 of our common stock still available for future grant under the 2003 Stock Option Plan,

On November 21, 2003, we adopted our 2005 Stock Option Plan, under which options to purchase up to 15,000,000 shares of our
common stock can be granted to our directors, officers, employees and consultants.

We granted a total of 12,940,000 options on Ja'nuazy and March 2006 at an exercise price of $0.10, expiring on January and March
2016, to directors, officers, employees and consultants. On January 24, 2007 we amended our 2005 Stock Optwn Plan reserving a
toial of 280,000,000 shares of our common stock. . -

On Septeraber 18, 2006 and October 30, 2006 our Board of Directors approved to grant to two officers 8,500,000 stock options
cxercisable at a price of $0.022 per share. The options have a two years vesting period with six months grace pcnod (ie. vestmg
cqually monthly during the remaining 18 months).

On October 18, 2006 we granted 750,000 options to a consultant, the options are exercisable for four years at a price of $0.022.

On October 30, 2006 our Board of Directors decided to reduce the exercise price of the options that were granted to our company’s
employees, directors and consultants from $ 0.1 t0 $0.022.

On November 9, 2006 and December 27, 2006 we granted 7,840,000 options exercisable at a price of $0.019 -3$0.022 per share to our
company s employees, directors and consultants under the 2005 Plan.

On January 24, 2007 we granted 212,500,000 options exercisable at a price of $0.0175 per share to our company's employees,
directors and consultants under the 2005 Plan.

On January 28, 2007 our company entered into a consulting agreement. According to which, we granted the consultant 5,000,000
warrants to purchase 5,600,000 shares of our Company’s common stock at an exercise price of $0.0125 per share effective upon
signing the contract, and 5,000,000 warrants to purchase 5,000,000 shares of our company’s common stock at an exercise price of
30.0125 per share, if the contract is renewed beyond the initial six month period and effective on August 1, 2007. All warrants will be
exercisable for 3 years. The warrants were granted not under the option Plan.

On May 17, 2007 we granted 31,000,000 options exercisable at a price of $30.1 per share to our company’s employees, directors and
consultants under the 2005 Plan.

In addition, on May 17, 2007 we granted 4,500,600 options exercisable at a price of $0.1 per share to our company ’s consultant not
under the option Plan. 2,500,000 options will be vested on October 2007 and the rest on April 2008. -

Until June 30, 2007, several of our employees left our company and 1,120,000 options expised and were returned to the option pool.
On June 30,2007, there were 7,590,000 of our common stock still available for future grant under the 2005 Stock Option Plan.
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Compensation of Directors

We reimburse our directors for expenses incurred in connection with attending board meetings and on April 15, 2004, we approved of
the following compensation for directors: annual compensation of $8,400 plus applicable taxes; meeting participation fees of $750
plus taxes; and for meeting participation by telephone, $350. On February 7, 2007 the Board of Directors approved to raise the annual
Director fee to $10,000. During the fiscal year ended June 30, 2007 we paida tol’.al of $130,922 1o directors as compensation, '

On March 5, 2007 the Board of Directors approved to accelerate vestmg:btdlrectors stock options in the following circumstances:

Termination of a director’s position by the shareholders: acceleration of 100% of any unvested options. Termination of a dxreclor s

position by resignation: acceleration of 50% of any unvested options.

Other than as described in the paragraph above, we have no present formal plan for oompematmg our directors for their service in
their capacity as directors. Directors are entitled (o reimbursement for reasonable travel and other out-of-pocket expenses incurred in
connection with attendance at meetings of our board. The board may award special remuneration to any director undertaking any
special services on behalf of our company other than services ordinarily required of a director. Other than indicated in this annual
report, no director received and/or accrued any compensation for his or her services as a director, mcludmg committee participation
and/or special assignments during the fiscal year ended June 30, 2007.

DIRECTOR COMPENSATION
Change in Pension
Fees Vatue and
Earned or Noa-Equity Nongqualified
Paid in Incentive Plan Deferred All Other 7
Cash Option Awards | Compensation Compensation Compensation Total
Name (3) Option Granted [£).5)) ) Earnings (3) [43]

Zami Aberman (2) 19,624 | 56,000,000 853,202 Nil Nil Nil - 872,826
Mark Germain (1) 36,452 | 50,000,000 753,900 Nil Nil Nil - - 790,352
Deron Shorrer 17,424 11,600,000 474,790 Nil Nil Nil 492214
Hava Mezetzki 18,174 7,600,000 115,134 Nil Nil Nil 133,308
Isaac Braun 19,624 7,600,000 115,134 " Nil Nil Nil 134,758
Israe] Ben-Yoram 19,624 7,600,000 115,134 Nil Nil Nil 134,758

: _
(1) Mr. Germain is entitled to a consulting fee of $10,000 per moath, as of March 11, 2007.

(2) including fees for serving as chairman of the Board of Directors, and options for serving as chairman of the Board and as the
President and CEO of the Company.

(3) The dollar value recognized for the stock option. awards was determined in accordance with SFAS123(R). For a disclosure of the
- assumptions made in the valuation please refer to footnote 2(i) in our financial statements filed under [tem 8 of this Annual Report on
Form 10K-SB.

Item 11. Security Ownership of Certain Beneficial Owners and Management and Related Stockholders Matters.

The following table sets forth, as of June 30, 2007, certain information with respect to the beneficial ownership of our common stock
by each security holder known by us to be the beneficial owner of more than 5% of our common stock and by each of our current
directors and executive officers. Each persen has sole voting and investment power with respect to the shares of common stock, except
as otherwise indicated. Beneficial ownership consists of a direct interest in the shares of common stock, except as otherwise indicated.
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Title ol Class

Name and Address of Benel.idsl Owner

Amount and Nature of
Beneficial Owner™

Percentage of Class”

Common Shares

‘Zami Aberman

Chief Executive Officer, Chairnmnan of the _
Board, President and Director - -

63 Rabutzky Street -

Raanana Israel

25,268,000®

2.1%

Common Shares

Shai Meretzki

Chiefl Technology Officer of Plunistem, Ltd.
38 Raul Wallenberg

Haifa, Israel -

52,730,670

"4.5%

Common Shares

Hava Meretzki
Director

38 Raul Wallenberg
Haifa, Israel

3,336,000

Coramon Shares

Doron Shorrer

Director

33 Koreh Hadorot Street
Jerusalem, Israel

3,506,000%

Common Shares

‘Israel Ben-Yoram

Director
24 Barkan Street

1 Rishon Lezion, Istael

3,491,089@

Common Shares

| Isaac Braun

Director
9 Zehana Street, POB 402
Bene Barak, Israel

3,420,594

Common Shares

Mark Germain
Director

- Wellsford Real Properties Inc,

535 Madison Avenue, New York,
New York 10022

18,000.000®

1.5%

Common Shares

Yaky Yanay
Chief Financial Officer
Argaman 4 Shimshit Israel

11,700,000®

1%

Common Shares

Ora Burger

Vice President, Development
5 Bulchin St.

Haifa 32882

Israel

3,883,8380%

Common Shares

Jonathan Homg
4263 NW 6lst Lane
Boca Raton, FL 33496

70,042,918

6%

Common Shares

Barry C. Honig
595 South Federal Highway, Suite 600,
Boca Raton, FL 33432

87,490,695

15%

Comunon Shares

Ronald I Heller
74 Farview Road
Tenafly, NJ 07670

56,000,000

%

Common Shares

Wood River Trust

1007 Orange St., Suile 1410
Nemours Building
Wilmington, Delaware, 19801

173,306,773

15%

Common Shares

Directors and Officers (as a group)

125,336,19112

10%

* is mdicated for amounts less than 1%
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O Based on 1,156,195,593 shares of common stock issued and outstanding as of August 28, 2007. Except as otherwise indicated, we
believe that the beneficial owners of the common stock listed above, based on information furnished by such owners, have sole
investment and voting power with respect to such shares, subject to community property laws where applicable. Beneficial ownership
is determined in accordance with the rules of the SEC and generally includes voting or investment power with respect to securities.
Shares of common stock subject to optians, warrants or right to purchase or through the conversion of a security currently exercisable

or convertible, or exercisable or convertible within 60 days, are deemed outstanding for purposes of computing the percentage
ownership of the person holding such option or warrants; but are not’ dﬁcmed outstanding for purposes of computing the percentage
ownership of any other person.

@ Mr. Aberman was granted 4,500,000 options to purchase shares of comm('m stock pursuant to our 2005 Stock Option Plan,
- exercisable at $0.10 per share until January 16, 2016. These options vest as follows: 25% on after 6 months, 4% on the 7 month and
cach successive month anniversary te and including the 23 month anniversary and the balance on the 24 month anniversary. On
October 30, 2006 he was granted another 6,000,000 options exercisable at $0.02 per share until October 30, 2016 and on January 24,
2007 50,000,000 more options at an exercisable price of $0.0175 until January 23, 2017, The options vest according to the mentioned
above. The number 25,268,000 includes all options to be vested to and including October 31, 2007.

© 4,802,000 of which are registered under the name of A.R.Y. Holdings Ltd., which are owned and controlled by Dr. Shai Meretzki.
451,170 of which are options to purchase shares of common stock granted on December 30, 2003 that are cumently exercisable or
exercisable within 60 days. 2,400,000 of which were granted in connection with the issuance of Notice of Allowance by the United
States Patent Office for our patent application number 09/890,401. Dr. Meretzki was granted 1,500,000 options to purchase shares of
common stock pursuant to our 2005 Stock Option Plan, exercisable at $0.10 per share until January 16, 2016. These options vest as
follows: 25% after 6 months, 2006, 4% on the 7 month and each successive menth anniversary to and including the 23 month
ammiversary and the balance on the 24 month anniversary. On December 27, 2006 he was granted another 250,000 options exercisable
at $0.019 per share for ten years, and on January 24, 2007 10,000,000 more options at an exercisable pricc of $0.0175 until January
23, 2017. The options vest according to the mentioned above. On May 14, 2007 Mr. Meretzki participated in the equity investment,
and received 20,000,000 shares and 20,000,000 options, vested immediately, exercisable at $0.025 per share for five years. The
number 52,730,670 includes all options to be vested to and including October 31, 2007,

 Representing 338,377 options to purchase shares of our common stock granted on December 30, 2003. On January 17, 2006 Ms.
Meretzki was granted 600,000 options to purchase shares of common stock pursuant to our 2005 Stock Option Plan, exercisable at
30.10 per share until January 16, 2016. These options vest as follows: 25% after 6 months, 4% on the 7 month and each successive
month anniversary to and including the 23 month anniversary and the balance on the 24 month anniversary. On December 27, 2006
she was granted another 350,000 options exercisable at $0.019 per share for ten years, and on January 24, 2007 7,250,000 more
options at an exercisable price of 30.0175 until January 23, 2017. The oplions: vest according to the mentioned above. The number
3,336,000 includes all oplions to be vested to and including October 31, 2007,

o Representing 451,170 options to purchase shares of our common stock granted on December 30, 2003 and on January 17, 2006 Mr.

. Shorrer was granted 800,000 options o purchase shares of common stock pursuant to our 2005 Stock Oplion Plan, exercisable at
$0.10 per share until January 16, 2016. These options vest as follows: 25% after 6 months, 4% on the 7 month and each successive
month anniversary to and including the 23 month anniversary and the balance on the 24 month anniversary. On December 27, 2006 he
was granted another 350,000 options exercisable at $0.019 per share for ten years, and on January 24, 2007 7,250,000 more options at
an exercisable price of $0.0175 until January 23, 2017. In addition, on May 17, 2007 4,000,000 options were granled {0 him at an
exercisable price of $0.1 until May 16, 2017. The opticns vest according to the mentioned above. The number 3,506,000 includes al}
options to be vested to and including October 31, 2007.

® Representing 155,089 options to purchase shares of cur common stock granted June 22, 2065. On January 17, 2006 Mr. Ben-Yoram
was granted 600,000 options to purchase shares of common stock pursuant to our 2005 Stock Option Plan, exercisable at $0.10 per
share until January 16, 2016. These options vest as follows: 25% after 6 months, 4% on the 7 month and each successive month
anntversary to and including the 23 month anniversary and the balance on the 24 month anniversary. On December 27, 2006 he was
granted another 350,000 options exercisable at $0.019 per share for ten years, and on January 24, 2007 7,250,000 more options at an
exercisable price of $0.0175 until January 23, 2017. The options vest according to the mentioned above. The number 3,491,089
includes all options to be vested to and including October 31, 2007.

™ Includes warrants exercisable into 84,594 shares of our commeon stock granted on January 26, 2005. On January 17, 2006 Mr. Braun
was granted 600,000 options to purchase shares of common stock pursuant to our 2005 Stock Option Plan, exercisable at $0.10 per
share until January 16, 2016. These options vest as follows: 25% after 6 months, 4% on the 7 month and each successive month
anniversary to and including the 23 month anniversary and the balance on the 24 month anniversary. On December 27, 2006 he was
granted another 350,000 options exercisable at $0.019 per share for ten years, and on January 24, 2007 7,250,000 more oplions at an
exercisable price of $0.0175 until January 23, 2017. The options vest according to the mentioned above. The number 3,420,594
includes all options to be vested to and including October 31, 2007.
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® On January 24, 2007 Mr. Germain was granted 50,000,000 options at an exercisable price of $0.0175 until January 23, 2017. These
options vest as follows: 25% after 6 months, 4% on the 7 month and each successive month anniversary to and including the 23 mtonth
anniversary and the balance on the 24 month anniversary. The number 18,560,000 includes all options to be vested to and including
October 31, 2007.

) On September 18, 2006 Mr. Yanay was granted 2,500,000 options exercisable at $0.02 per share until September 17, 2016, and on
January 24, 2007 10,000,600 more options at an exercisable price 6f $0.0175 until January 23, 2017. These options vest as follows:
25% after 6 months, 4% on the 7 month and each successive month annivérsary to and including the 23 month anniversary and the
balance on the 24 month anniversary. On May 14, 2007 Mr. Yanay participated in the equity investment, and received 4,000,000
shares and 4,000,000 options, vested immediately, exercisable at $0.025 per share for five years. The number 11,700,000 includes all
options and warrants to be vested to and including October 31, 2007, :

(9 Representing 33,838 options to purchase shares of our common stock granted on December 30, 2003. On January 17, 2006 Ms.
Burger was granted 1,000,000 options te purchase shares of comman stock pursuant to our 2005 Stock Option Plan, exercisable at
$0.10 per share until January 16, 2016. These options vest as follows: 25% after 6 months, 4% on the 7 month and each successive
month anniversary to and including the 23 month anniversary and the balance on the 24. month anniversary. On December 27, 2006
she was granted another 1,000,000 options exercisable at $0.019 per share for ten years, and on January 24, 2007 7,000,000 more
options at an exercisable price of $0.0175 until January 23, 2017. The options vest according to the mentioned above. The number
2,590,000 includes all options to be vested to and including October 31, 2007.

" The information is based solely on a Schedule 13G/A filed with the Securities and Exchange Commission by the beneficial owner.
Michaei C. Doyle is the Trustee of Wood River Trust. Mr. Doyle and Wood River Trust share the voting and dispositive power over
the 173,306,773 shares.

UThe number includes a total of 94,131,191 options and warrants to be vested to and including October 31, 2007.
Changes in Control.

Other than as stated below, we are unaware of any contract or other arangement the operation of which may at a subsequent date
result in a change of control of our company.

Item 12. Certain Relationships and Related Transactions and Director Independence.

Excepl as disclosed herein, no director, executive officer, principal shareholder holding at least 5% of our common shares, or any
family member thereof, had ‘any material interest, direct or indirect, in any transaction, or proposed transaction, during the year ended
June 30, 2007, in which the'amount involved in the transaction exceeded or exceeds the lesser of $120,000 or one percent of the
average of our total assets at the year end for the last three completed fiscal years.

Dr. Shai Meretzki was a signatory of the License Agreement with the Weizmann Institute of Science and the Technion-Israel [nstitute
of Technology because he was an inventor of the technology listed in the License Agreement. He is also a signatory of the assignment
agreements that we entered into on May 22, 2007. Dr. Meretzki received $367,969 pursuant to the assignment agreements in exchange
for the assignment to us of all of his rights to the stem cell technology. Dr. Meretzki is our former Chief Executive Officer and an
affiliate of our company through his indirect acquisition of shares of our common stock, He is also the founder and Chief Technology
Officer of our subsidiary, Pluristem, Ltd. The amount of consideration received by Dr. Meretzki was determined as a result of arm’s
length negotiation and represents the value that management believes would have resulted from negotiations with a non-affiliate for
the same assignment of rights.

The promoters of our company are our directors and officers.
PART IV
Item 13. Exhibits.
Exhibits required by Item 601 of Regulation S-B
&) Articles of Incorporation and Bylaws
31 Articles of [ncorporation {incorporaled by reference from our registration statement on Form SB-2 filed September 10, 2001).
34 Amended By-laws (incorporated by reference fr.om our Current Report on Form 8-K fited January 22, 2007)
) Instruments Defining the Rights of Security Holders

4.1 2003 Stwock Option Plan (incorporated by reference from our registration statement on Form S-8 filed on December 29,
2003).

4.2 2005 Stock Option Plan (incorporated by reference from our quarterly report on Form 10-QSB filed on February 9, 2606).
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Material Contracts

Exclusive, World Wide Patent and Technology License and Assignment Agreement (incorporated by reference from our
Current Report on Form 8-K filed May 6, 2003).

Consulting Agreement dated April 1, 2005 with Biological indusmes, Ltd. (incorporated by reference from our current report
on Form 8-K filed on November 1, 2005)

Consulting Agreement dated September 26, 2005 with Zami A-beﬁﬁan (uu:orporaled by reference &om our quarterly reporl
on Form 10-QSB filed February 9, 2006).

Consulting Agreement dated November 24, 2005 with Meretzki Consultmg Ldd. (moorpomted by reference from our
quarterly report on Form 10-QSB filed February 9, 2006).

Form of Stock Option Agreement (inoorporated by reference from our cument teport on Form 8-K filed on January 19, 2006).

Form of Securities Purchase Agrecment between our company and each investor who participated in the Private Placement
issuance of the Senior Secured Convertible Debentures, listed below exhibit (incorporated by reference from our current
report on Form 8-K filed on April 5, 2006).

Form of Debenture between our company and each of the investors who participated in the Private Placement issuance of the
Senior Secured Convertible Debentures (incorporated by reference from our current report on Form 8-K filed on April 5,
2006).

Form of Warrant between our company and each investor who participated in the Private Placement issuance of the Senior
Secured Convertible Debentures (incorporated by reference from our current report on Form 8-K filed on April 5, 2006).

Form of Registration Rights Agreement between our company and each investor who participated in the Private Placement
issuance of the Senior Secured Convertible Debentures (incorporated by reference from our current reporl on Form 8-K filed
on April 5, 2006)."

Form of Sccurity Interest Agreement between our company, each investor who participated in the Private Placement issuance
of the Sentor Secured Convertible Debentures and Krieger & Prager, LLP (incorporated by reference from our current report
on Form 8-K filed on April 5, 2006).

Agreement dated February 28, 2006 between our company and Mr. Ernest Muller in respect of the Private Placement
issuance of the Senior Secured Convertible Debentures (incorporated by reference from our quarterly report on Form 10-QSB
filed on May 4, 2006).

Form of Agreement dated April 28, 2006, between our company and Zegal & Ross Capital, Tayside Trading, Levi Isracl
LLC and EDA Capital in respect of the Privale Placement issuance of the Senior Secured Convertible Debentures
(incorporated by reference from our quarterly report on Form 10-QSB filed on May 4, 2006).

Agreement dated April 3, 2006, between our company and Yokim Asset Management Corp. in respect of the Private
Placement issuance of the Senior Secured Convertible Debentures (incorporated by reference from our quarterly report on
Form 10-QSB filed on May 4, 2006).

Agreement dated May 22, 2006, between our company and Dutton Associates Independent Research (incorporated by
reference from our current report on Form 8-K filed on June 20, 2006).

Media Relations Campaign Agreement dated June 1, 2006 between our company and Emerson Gerard Associations,
Inc.(incorporated by reference from our current report on Form 8-K filed on June 20, 2006).

Consulting Agreement dated June 15, 2006 between our company and Biologics Consulting Group, Inc. (incorporated by
reference from our current report on Form 8-K filed on June 26, 2006).

Code of Ethics

Code of Business Conduct and Ethics and Compliance Program adopted by the Board of Directors {incorporated by reference
from our annual report on Form 10-KSB filed on September 23, 2005).

Subsidiaries

Pluristem, Ltd., an Israeli company.

Rule 132a-14(a)/15d-14(a) Certifications

Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 of Zami Aberman.
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31.2*  Certification pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 of Yaky Yanay.

32) Section 1350 Certifications

32.1*  Certification pursuant to 18 U.S.C. Section 1350, as adopled pursuant to Section 906 of the Sarbanes-Oxley Act of 2002
*Filed herewith. - -
Item 14. Principal Accounting Fees and Services -
Audit Fees

The aggregate fees billed by Kost Forer Gabbay & Kasierer, a member of Emst & Young Global, for professional services rendered
for the audit of our annual financial statements included in our annual report on Form 10-K 8B for the fiscal year ended June 30, 2007,
for the review of quarterly financial statements included in our quarterly reports on Form 10-QSB for the quarters ending September
30, 2006, December 31, 2006 and March 31, 2007 were $40.000.

The aggregate fees billed by Kost Forer Gabbay & Kasterer, a member of Emst & Young Global, for professional services rendered
for the audit of our annual financial staternents included in our annual report on Form 10-K$B for the fiscal year ended June 30, 2006,

for the review of quarterly financial statements included in our quarterly reports on Forin 10-QSB for the quarters ending September
30, 2005, December 31, 2005 and March 31, 2006 and for the review of our SB-2 were $56,000.

Audit Related Fees
None

We do not use Kost Forer Gabbay & Kasierer, a member of Emst & Young Global, for financial information system design and
implementation. These services, which include designing or implementing a system that aggregates sowce data underlying the
financial statements or generates information that is significant to our financial statements, are provided intemally or by other service
provndels We do not engage Kost Forer Gabbay & Kasierer, a member of Emst & Young Global to provide compliance-outsourcing
seTvices.

Tax Fees

The aggregate fees billed by Kost Forer Gabbay & Kasierer, a member of Emst & Young Global, in the year ended June 30, 2007 for
the professional services rendered for tax related matters were $10,000.

The aggregate fees billed by Kost Forer Gabbay & Kasierer, a member of Emnst & Young Global, in the year ended June 30, 2006 for
the professional services rendered for lax related matters were $26,000.

Other Fees — Application to Chief Scientist of Israel

The aggregate fees billed by Kost Forer Gabbay & Kasierer, a member of Emst & Young Global, for the application to the Chief
Scientist of Israel were $44,851. Other services in 2006 included assistance in submilting an application to the Office of the Chief.
Scientist of Isracl. In 2006 other services included assistance in submitting an application to the Office of the Chief Scientist of Israel.

Effective May 6, 2003, the Securities and Exchange Commission adopted rules that require that before Kost Forer Gabbay & Kasierer,
a member of Emst & Young Global, is engaged by us to render any auditing or permitied non-audit related service, the engagement
be:

1, approved by our audit committee; or

2. entered into pursuant to pre-approval policies and procedures established by the audit committee, provided the policies and
procedures are detailed as to the particular service, the audit committee is informed of each service, and such policies and
procedures do not include delegation of the audit committee’s responsibilities to management.

The audit committee pre-approves all services provided by our independent auditors. All of the above services and fees were reviewed
and approved by the audit committee before the services were rendered.

The audit committee has considered the nature and amount of fees billed by Kost Forer Gabbay & Kasierer, a member of Emst &
Young Global, and believes that the provision of services for activities unrelated to the audit is compatible with maintaining Kost
Forer Gabbay & Kasierer's independence.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly' caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

Plunistem Life Systems Inc.

By: /s/ Zami Aberman LT
(Zami Aberman, Chief Executive Officer, T
Principal Executive Officer) .

Date: September 4, 2007

By: /s/ Yaky Yanay

Yaky Yanay, Chief Financial Officer
{Principal Financial and Accounting Officer)
Dated: September 4, 2007

Pursuant to the requirements of the Securitics Exchange Act of 1934, this report has been signed below by the following persons on
behalf of the registrant and in the capacities and on the dates indicated.

By: Is/ Zami Abermman

Zami Aberman, Chief Executive Officer
(Pnncipal Executive Officer)

Co. Chairman of the Board and Director
Dated: September 4, 2007

By: /sfYaky Yanay

Yaky Yanay, Chief Financial Officer
(Principal Financial and Accounting Officer)
Dated: September 4, 2007

By: /s/ Doron Shorrer
Doron Shorrer, Director
Dated: September 4, 2007

By: fs/ Hava Meretzki
‘Hava Meretzki, Director
Dated: September 4, 2007

) By: /s/ Isaac Braun
Isaac Braun, Director
Dated: September 4, 2007

By: /s/ Israel Ben-Yoram
Israel - Israel Ben-Yoram, Director
Dated: September 4, 2007

By: fs/ Mark Germain
Mark Germain, Co. Chairman of the Board and Director
Dated: September 4, 2007
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CORPORATE INFORMATION

Officers
Zami Aberman
Chief Executive Officer and President

Yaky Yanay
Chief Financial Officer and Secretary

Dr. William R. Prather
Senior VP Corporate Development

Dr. Shai Meretzki
Chief Technology Officer, Pluristem Ltd.

Directors

Zami Aberman
Co-Chairman of the Board, Chief Executive Officer and
President

Israel Ben-Yoram
CEO of Eshed-Dash Ltd., Zonbit Ltd., IBY & Co. LTD.

Isaac Braun

Chairman and CEQ of Bar-Sni Ltd.
Mark Germain

Co-Chairman of the Board

Hava Meretzki
Advocate at Hava Klemperer-Meretzki Law Firm

Nachum Rosman
CFO of Talecity Ltd.

Doron Shorrer
Consultant of Shorrer International Ltd.

inc Giving Patients a Better Chance

Corporate Address

Matam Advanced Technology Park
Building No. 20, Haifa,
Israel, 31905,

Independent Auditors

Kost Forer Gabbay & Kasierer,
A Member of Ernst & Young Global
Tel Aviv, Israel

Counsel

Zysman Aharoni Gayer & Co./Sullivan & -
Worcester LLP

One Post Office Square

Boston, Massachusetts 02109

Transfer Agent

American Stock Transfer & Trust Company
6201 15th Avenue

2nd Floor

Brooklyn, NY 11219

Stock Market Information

Pluristem’s shares of cornmaon stock are traded
on the NASDAQ Capital Market under the
symbol ‘PSTI'.

Annual Meeting

The Annual Meeting of Stockholders will be held
at 5:00 p.m., local time, on June 26, 2008, at
our offices at in Haifa, Israel.

Annual Report on Form 10-KSB

The Company’s Annual Report on Form 10-KSB
{without exhibits) is available free of charge by
writing to the Company at either address set
forth above. You can also obtain a copy of the
filing by going to the following website:

http://www.sec.gov.

Website

http://www.pluristem.com
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